KELLOGG, HUBER, HANSEN, TODD & EVANS, PLLC.
SUMNER SQUARE
1615 M STREET, N.W.
SUITE 400
WASHINGTON, D.C. 20036-3209

(202) 326-7900

FACSIMILE:
(202) 326-7999

January 17, 2003

Ex Parte Presentation

Marlene H. Dortch, Secretary

Federal Communications Commission
445 12th Street, S.W.

Washington, D.C. 20554

Re:  Application by SBC Communications Inc., et al. for Provision of In-Region,
InterLATA Services in Michigan, WC Docket No. 03-16

Dear Ms. Dortch:

On behalf of SBC Communications Inc., [ am writing to correct a few mistakes that we
discovered in yesterday’s filing. Specifically, I am enclosing the following:

1. New versions of Attachments A and B to the Carrisalez Affidavit — the filing
yesterday mistakenly included a document in Attachment B that should have been a
part of Attachment A;

2. A new version of Attachment B to the Gleason Affidavit — the filing yesterday
inadvertently omitted five pages;

3. Page 888 of Attachment A to the Henrichs Affidavit — the filing yesterday omitted that
page;

4. A new version of Attachment F to the Heritage Affidavit — the filing yesterday
contained nine pages that were misprinted; and

5. Copies of Attachments I and J to the Heritage Affidavit — the filing yesterday omitted
these attachments.



Marlene H. Dortch
January 17, 2003

Page 2

CC:

Ex Parte Presentation

SBC’s website will be updated to reflect these corrections. In accordance with this
Commission’s Public Notice, DA 03-156 (Jan. 16, 2003), SBC is filing this letter electronically
through the Commission’s Electronic Comment Filing System.

Thank you for your kind assistance in this matter.

John P. Stanley

Gina Spade

Susan Pié

Layla Seirafi-Najar
Dorothy Wideman
Ann R. Schneidewind
Qualex International

Sincerely,

Geoffrey

'K

. Klineberg
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Delcrware

The First State

PAGE 1

I, HARRIET SMITH WINDSOR, SECRETARY OF R2TATE OF THE STATE OF
DELAWARE, DO HERERY CERTIFY THE ATTACHED ARE TRUE AND CORRECT
COPIES OF ALL DOCUMENTS ON FILE OF "SOUTHWESTERN BELL
COMMUNICATIONS SERVICES, INC." AS RECEIVED AND FILED IN THIE
OFFICE.

THE FOLLOWING DOCUMENT'S ﬁLVE BEEN CERTIFIED: )

CERTIFICATE OF INCORPORATION, FILED THE THIRIY-FIRST DAY OF
MAY, A.D. 1985, AT 2:30 O'CLOCK P.M.

AND I DO HERERY FURTHER CERTIFY THAT THE AFOREEAID
CERTIFICATES ARE THE ONLY CERTIFICATES ON RECORD OF THE

AFORESAID CORPORATION.

Harriet Smith Windsor, Secretary of State

2511836 B100H AUTHENTICATION: 1938707

020519447 DATE: 038-16-02
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STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
02:30 PR 05731719
CERTIFICATE OF INCORPORATIZEWi0s0 - 251183

QF
SOUTHWESTERN BELL COMMUNICATIONS SERVICES, INC.

ARTICLE ONE

The name of the Corpuration is Southwestern Bell
Communications $ervices, Inc. ’

ARTICLE TWQ

The address of the registared office of fhe
Corporation in the State of Delaware is Corporate Trust
Center., 1209 Orange Street, Wilmington, New Castle County,

_Delaware 19601. The name of the registered agent of the ~°"
Corporation at such address is The Corporation Trust
Company .

o

ARTICLE THREL

The purpese of the Corporation is to engage in any
lawful act or activity for which corporations may be
organized under the General Corporation Law of the Stake of
Delaware. :

ARTICLE FQUR

The rtotal number of shares of stock which the
Corporation is authorized te issue is one thousand (1,000}
shares of common stock, having a par value of one dellzar
($1.00) per share.

ARTICLE FIVE
The busines* and affairs of the Corporation spall
be managed by the Board of Dirgctors. The dirgctors need

not be elected by ballot unless reguired by the Bylaws of
the Corporation.
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ARTICLE 5IX

In furtherance and not in limitation of the powers
conferrad by the laws of the State of Delaware, the Beard of
Directors is expressly authorized to adopt, amend or repeal
the Bylaws.

ARTICLE SEVEN

The initial Board of Directors of the Corporztion
shall be the following individuals:

James D. Ellis 175 E. Houston
Zan Antonio, TX 78205

Charles E. Foster 175 E. Houston
San Antenio, TK 78205 _ ... . .

James 5. Kahan i75 E. Houston
San Antopip, TX 78205

ARTICLE EIGHT

The Corporation reserves the right to amend and
repeal any provision contained in this Certificate of
Incorporation in the manner prescribed by the laws of the
State of Delaware. All rights herein conferred ate granted
subject to this resecvation.

ARTICLE NINE

The incorpocator is James D. Ellis, whose mailing
address is 175 E. Houston, 5an Antonic, TX 78205.

ARTICLE TEW

I, the undersigned, being the incorporateor, for
the purpose of forming a corporation under the laws of the
State of Delaware do make, file and record this Certificate
of Inecorporatien, do certify that the facts herein stated
are true, and sccordingly, have herete set my hand this
31 of s ¢ 1993,

4 1575
4 .
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ARTICLES OF INCORPORATION
OF ‘
SOUTHWESTERN BELL COMMUNICATHONS SERVICES, INC.

The undersigned, pursuant to Chapter 9 of Title 13.1 of the Code of Virginia,
states as follows:

1. The name of the corporation is Southwestern Bell Communications Services, Inc.

p The mamber of shares the corporation is authorized 1o issue is one thousand
(1,000} shares of common stock, having a par valoe of one dollar (31.00) per
share. ‘

3 A The corporation’s initial registered office address which is the business

address of the initial registered agent is 3511 Staples Mill Road, Richmond,
Virginia 23228,

B. The eegistered office is physically located in the County of Henrico
4, A The name of the corporation’s initial registered agent is Edward K. Parker.

B. The initial registered agent is o resident of Virginia and a member of the
Virginia Statz Bar.

5, The names and addresses of the mitial divectors are:
Charles E. Foster James & Kahan
175 E. Houston 175 E. Houston
San Antonie, Texas 78205 San Antonio, Texas 78203

James I}, Eli;
175 E. Houstun
San Antomo, Texas 78205 p

6. Incorporator

%’Mﬁ ff TP Paul K. Mancini *‘
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COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMIBSION

June 13, 1995

The State Corporation Commission has found the accompanying
articles submitted on behalf of

SOUTHWESTERN BELL COMMUNICATIONS SERVICES. INC.

to comply with the requirements of law, and confirms paymen: of
al]l related fees.

Therafora, it is DRDERED that this
CERTIFICATE OF INCORPORATION

be issued and admitted to record with the articles of
incorporation in the Office of the Clerk of the Copmission,
effective June 13, 1995.

The corporation is granted the autherity conferred on it by law In

accordance with the articles, sublect to the conditions and
restrictions imposed by law.

STATE CORPORATIQN COMMISSION

/¥ YlbrrnnR

Commissionaer
CORPACPT
CIS20460
45-06-09~0095
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I Certify the Following from the Records of the Commission:

The faregoing is a true copy of all documents constituting the charter of SOUTHWESTERN
BELL COMMUNICATIONS SERVICES, INC. on file in the Clerk's Office of the Commission.

MNothing more is hereby certified.

. YT “A‘“ON

Signed and Sealed at Richmond on this Date:
August 16, 2002

U FJoel H. Peck, Clerk_of the Commission

CIS0508
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January 16, 2003

AMERITECH MICHIGAN SUMMARY

WIRELINE INTERCONNECTION AGREEMENT LIST

Approval Effective
Date Date
CLEC Interconnection Agreement
1. 1-800-Reconex, Inc. — Interconnection Agreement 6/5/01 6/15/01
2. 5Star Phone Center, Inc. — Resale Agreement 7/10/02 7/20/02
3. Access One, Inc. — Interconnection Agreement 3/29/02 4/8/02
4. ACN Communication Services, Inc. — Interconnection Agreement 12/6/02 12/16/02
5. AccuTel of Texas, Inc. — Interconnection Agreement 9/16/02 9/26/02
6. ACD Telecom, Inc. — Interconnection Agreement 9/7/01 6/4/01
7. Adelphia Business Solutions — Interconnection Agreement 7/11/01 3/16/01
8. Allegiance Telecom of Michigan, Inc. — Interconnection Agreement 9/7/01 5/2/01
9. American Fiber Network, Inc. — Interconnection Agreement 10/6/00 10/16/00
10. | Americom, Inc. — Resale Agreement 11/20/01 12/1/01
11. | AmeriVoice Telecommunications, Inc. — Resale Agreement 9/27/01 10/7/01
12. | AT & T Communications of Michigan, Inc. — Interconnection Agreement 3/21/02 3/21/02
13. | Baraga Telephone Company — Interconnection Agreement 11/7/02 11/17/02
14. | Bilan Communications — Interconnection Agreement 10/6/00 11/29/99
15. | Borderland Communications, LLC — Interconnection Agreement 10/11/01 10/21/01
16. | Brooks Fiber Communications of Michigan, Inc. — Interconnection 11/26/96 8/5/96
Agreement
17. | B & S Telecom, Inc. — Interconnection Agreement 9/7/01 9/17/01
18. | Buckeye Telesystem, Inc. — Interconnection Agreement 7/11/01 4/10/01
19. | Budget Phone, Inc. — Interconnection Agreement 10/3/02 10/13/02
20. | Bullseye Telecom — Interconnection Agreement 3/29/02 4/8/02
21. | Call Giant, Inc. — Interconnection Agreement 5/16/02 5/26/02
22. | CallUp, Inc. — Interconnection Agreement 6/30/99 4/19/99
23. | CAT Communications International, Inc. d/b/a CCI — Interconnection 10/3/02 10/13/02
Agreement
24. | CenturyTel Solutions, LLC — Interconnection Agreement 4/16/02 4/26/02




January 16, 2003

AMERITECH MICHIGAN SUMMARY

WIRELINE INTERCONNECTION AGREEMENT LIST

Approval Effective
Date Date
CLEC Interconnection Agreement
25. | Choctaw Communications, Inc. d/b/a Smoke Signal Communications — 12/20/02 12/30/02
Interconnection Agreement
26. | Ciera Network Systems, Inc. — Interconnection Agreement 10/11/01 10/21/01
27. | CityNet Telecommunications, Inc. — Interconnection Agreement 11/7/02 11/17/02
28. | Climax Telephone Company — Interconnection Agreement 8/13/97 7/11/97
29. | C.L.Y.K,, Inc. d/b/a Affinity Telecom — Interconnection Agreement 8/20/02 8/30/02
30. | CMC Telecom, Inc. — Interconnection Agreement Pending Pending
31. | Coast-to-Coast Telecommunications, Inc. — Interconnection Agreement 10/24/00 9/18/00
32. | Comcast Telecommunications, Inc. — Interconnection Agreement 7/10/02 5/20/02
33. | Comm South Companies, Inc. — Interconnection Agreement 7/23/02 8/2/02
34. | CoreComm Michigan, Inc. — Interconnection Agreement 6/19/00 4/15/00
35. | Delta Phones, Inc. — Interconnection Agreement 12/20/02 12/30/02
36. | DIECA d/b/a Covad Communications Company — Interconnection 7/11/01 1/23/01
Agreement
37. | Digital Telecommunications, Inc. — Resale Agreement 11/20/01 11/30/01
38. | DSLnet Communications, LLC — Interconnection Agreement 3/29/02 4/8/02
39. | EagleNet, Inc. — Interconnection Agreement 1/8/02 7/12/01
40. | Easton Telecom Services, LLC — Interconnection Agreement 11/7/02 11/17/02
41. | Emergent Communications, LLC — Resale Agreement 11/20/01 11/30/01
42. | Ernest Communications, Inc. — Interconnection Agreement 5/16/02 5/26/02
43. | essential.com, Inc. — Resale Agreement 7/7/00 7/27/00
44. | Essex Communications, Inc. d/b/a eLEC Communications — 12/4/00 12/14/00
Interconnection Agreement
45. | Excel Communications, Inc. — Interconnection Agreement 6/6/02 6/16/02
46. | EZ phone, Inc. — Resale Agreement 6/6/02 6/16/02
47. | First Communications, LLC — Interconnection Agreement 5/16/02 5/26/02
48. | Focal Communications Corporation — Interconnection Agreement 3/29/01 11/27/01
49. | Global Crossing Telemanagement, Inc. — Interconnection Agreement 5/27/99 11/13/98
50. | grid4 Communications, Inc. — Interconnection Agreement 5/16/02 5/26/02




January 16, 2003

AMERITECH MICHIGAN SUMMARY

WIRELINE INTERCONNECTION AGREEMENT LIST

Approval Effective
Date Date
CLEC Interconnection Agreement
51. | GTE Communications Corporation — Interconnection Agreement 7/15/98 3/30/98
52. | HIN Telecom, Inc. — Resale Agreement 10/6/00 10/16/00
53. | ICG Telecom Group, Inc. — Interconnection Agreement 7/6/00 7/16/00
54. | Jato Operating Two Corporation — Interconnection Agreement 1/19/00 9/7/99
55. | Joy Lines, Inc. — Resale Agreement 5/16/02 5/26/02
56. | KMC Telecom II, Inc. — Interconnection Agreement 2/25/02 6/5/01
57. | KMC Telecom III, Inc. — Interconnection Agreement 2/25/02 6/5/01
58. | KMC Telecom V, Inc. — Interconnection Agreement 2/25/02 6/5/01
59. | LCI International Telecom Corporation d/b/a Qwest Communications — 3/10/98 2/10/98
Interconnection Agreement
60. | Level 3 Communications, LLC — Interconnection Agreement 2/5/01 2/15/01
61. | Line 1 Communications, LLC d/b/a Direct Line — Interconnection Pending Pending
Agreement
62. | Local Exchange Carriers of Michigan, Inc. — Interconnection Agreement 1/8/02 6/12/01
63. | Long Distance of Michigan, Inc. d/b/a LDMI — Interconnection Agreement | 4/24/00 11/8/99
64. | Lucre, Inc. — Interconnection Agreement 5/27/99 3/26/99
65. | Maverix.net, Inc. — Interconnection Agreement 10/6/00 10/16/00
66. | Maxcess, Inc. — Interconnection Agreement 12/20/00 12/30/00
67. | MCImetro Access Transmission Services, LLC — Interconnection 7/31/97 6/16/97
Agreement
68. | MCI WORLDCOM Communications, Inc. — Interconnection Agreement 12/20/96 5/17/96
69. | McLeod USA — Interconnection Agreement 5/1/02 5/11/02
70. | Metro Teleconnect Companies, Inc. — Resale Agreement 8/20/02 8/30/02
71. | MichTel, Inc. — Interconnection Agreement 9/27/01 6/5/01
72. | Michigan’s Utility & Company Payment Systems — Interconnection 12/4/00 12/14/00
Agreement
73. | Midwestern Telecommunications, Inc. — Resale Agreement 7/11/01 7/21/01
74. | MOR Communications, LLC — Resale Agreement 5/16/02 5/26/02
75. | Mpower Communications Corporation — Interconnection Agreement 3/29/02 4/8/02




January 16, 2003

AMERITECH MICHIGAN SUMMARY

WIRELINE INTERCONNECTION AGREEMENT LIST

Approval Effective
Date Date

CLEC Interconnection Agreement
76. | Navigator Telecommunications, LLC — Interconnection Agreement 9/16/02 9/26/02
77. | New Access Communications, LLC — Interconnection Agreement 7/23/02 8/2/02
78. | New Edge Network, Inc. — Interconnection Agreement 10/6/00 10/16/00
79. | Nexus Communications, Inc. — Interconnection Agreement 11/7/02 11/7/02
80. | Norlight Telecommunications, Inc. — Interconnection Agreement 6/6/02 6/16/02
81. | NOS Communications, Inc. — Interconnection Agreement 7/23/02 8/2/02
82. | NOW Communications, Inc. — Interconnection Agreement 2/5/01 2/15/01
83. | Ntegrity Telecontent Services, Inc. — Interconnection Agreement 10/6/00 5/31/00
84. | PaeTec Communications, Inc. — Interconnection Agreement 3/7/01 3/17/01
85. | Phone-Link, Inc. — Resale Agreement 7/23/02 8/2/02
86. | Preferred Carrier Services, Inc. d/b/a Phones for All and Telephonos Para 1/8/02 1/18/02

Tudos— Interconnection Agreement
87. | Premiere Network Services, Inc. — Interconnection Agreement 3/29/02 4/8/02
88. | Quality Telephone — Resale Agreement 11/7/02 11/17/02
89. | Quantum Shift — Interconnection Agreement 9/18/00 7/31/00
90. | Quick Communications Corporation — Interconnection Agreement 9/7/01 9/17/01
91. | RACC Enterprises, LLC — Interconnection Agreement 1/8/02 1/18/02
92. | RVP Fiber Company — Interconnection Agreement 3/29/02 4/8/02
93. | Sage Telecom, Inc. — Interconnection Agreement 10/3/02 10/13/02
94. | ServiSense.com, Inc. — Resale Agreement 8/17/00 8/27/00
95. | Sprint Communications Company, LP — Interconnection Agreement 11/7/02 11/7/02
96. | Stonebridge Communications, Inc. — Resale Agreement 6/6/02 6/16/02
97. | Superior Technologies, Inc. d/b/a Superior Spectrum Communications — 8/16/01 3/15/01

Interconnection Agreement
98. | Sure-Tel, Inc. — Interconnection Agreement 3/29/02 4/8/02
99. | Synopsis Communications, Inc. — Resale Agreement 6/6/02 6/16/02
100. | Talk America, Inc. — Interconnection Agreement 11/7/02 11/17/02
101. | Talk Unlimited Now, Inc. — Interconnection Agreement 12/6/02 12/16/02




January 16, 2003

AMERITECH MICHIGAN SUMMARY
WIRELINE INTERCONNECTION AGREEMENT LIST

Approval Effective
Date Date
CLEC Interconnection Agreement
102. | TDS Metrocom, Inc. — Interconnection Agreement 12/20/01 12/30/01
103. | Telicor, Inc. — Interconnection Agreement 6/5/01 6/15/01
104. | TCG Detroit — Interconnection Agreement 3/21/02 3/21/02
105. | Teligent Services, Inc. — Interconnection Agreement Pending Pending
106. | TelNet Worldwide, Inc. — Interconnection Agreement 9/27/01 4/30/01
107. | Truly Clear Communications, Inc. — Interconnection Agreement 10/29/01 11/8/01
108. | United Telecom — Interconnection Agreement 3/29/02 4/8/02
109. | United States Telecommunications, Inc. — Resale Agreement 4/23/99 8/10/98
110. | Universal Telecom, Inc. — Resale Agreement 6/6/02 6/16/02
111. | US West Interprise America, Inc. — Interconnection Agreement 11/5/98 10/20/97
112. | US Xchange of Michigan, Inc. — Interconnection Agreement 9/7/01 4/9/01
113. | VarTec Telecom, Inc. — Interconnection Agreement 3/29/02 4/8/02
114. | Vertex Broadband Corporation — Resale Agreement 8/20/02 8/30/02
115. | Waypoint Telecommunications, LLC — Interconnection Agreement 6/21/02 7/1/02
116. | Williams Local Network, LLC — Interconnection Agreement 8/20/02 8/30/02
117. | Winn Telephone Company d/b/a Winn Telecom — Interconnection 5/16/02 5/26/02
Agreement

118. | Winstar Communications, LLC — Interconnection Agreement 6/6/02 6/16/02
119. | XO Michigan, Inc. — Interconnection Agreement 1/8/02 1/8/02
120. | Zenk Group, LTD d/b/a Planet Access — Interconnection Agreement 2/25/02 3/7/02




January 16, 2003

AMERITECH MICHIGAN SUMMARY
COMMERCIAL MOBILE RADIO SERVICE (CMRS) INTERCONNECTION

AGREEMENT LIST
Approval Effective
Date Date

CLEC Interconnection Agreement
1. AirTouch Paging — CMRS (Paging) Interconnection Agreement 8/17/99 5/11/99
2. Alert Communications, LLC — CMRS (Paging) Interconnection Agreement | 3/7/01 11/29/00
3. Alltell - CMRS Interconnection Agreement 6/25/97 1/29/97
4. Alpine — Michigan E, Inc. — CMRS Interconnection Agreement 10/11/01 8/8/01
5. Alpine — Michigan F, LLC — CMRS Interconnection Agreement 10/11/01 8/2/01
6. Alpine PCS, Inc. — CMRS Interconnection Agreement 9/7/01 7/2/01
7. American Cellular Corporation / Dobson Communications Corporation — 2/1/02 2/1/02

CMRS Interconnection Agreement
8. Ameritech Mobile Communications, Inc. — CMRS Interconnection 2/22/00 8/7/99

Agreement
9. Arch Paging, Inc. - CMRS Interconnection Agreement 2/22/00 1/4/00
10. | AT&T Wireless Services, Inc. — CMRS Interconnection Agreement 7/11/01 7/11/01
11. | Centennial Communications Corporation — CMRS Interconnection 2/25/98 9/15/97

Agreement
12. | CenturyTel Wireless, Inc. — CMRS Interconnection Agreement 1/10/00 2/10/00
13. | Cricket Communications, Inc. — CMRS Interconnection Agreement 9/7/01 7/7/01
14. | Heartland Communications — CMRS Interconnection Agreement 3/29/02 2/23/01
15. | Message Express Company — CMRS Interconnection Agreement 5/27/99 3/22/99
16. | Metrocall, Inc. - CMRS Interconnection Agreement 4/11/00 2/7/00
17. | New Cell, Inc. - CMRS Interconnection Agreement 3/7/01 9/11/00
18. | Nextel West Corporation — CMRS Interconnection Agreement 12/6/99 8/6/99
19. | NPI-OmniPoint Wireless, LLC — CMRS Interconnection Agreement 2/25/98 9/29/97
20. | Pagenet, Inc. — CMRS Interconnection Agreement 5/27/99 3/11/99
21. | PageData — CMRS Interconnection Agreement Pending Pending
22. | Range Telecommunications, Inc. - CMRS Interconnection Agreement 6/19/00 7/19/00
23. | RFB Cellular, Inc. - CMRS Interconnection Agreement 8/16/01 6/20/01




January 16, 2003

AMERITECH MICHIGAN SUMMARY
COMMERCIAL MOBILE RADIO SERVICE (CMRS) INTERCONNECTION

AGREEMENT LIST
Approval Effective
Date Date
CLEC Interconnection Agreement

24. | Sprint Spectrum — CMRS Interconnection Agreement 10/15/97 5/30/97
25. | Thumb Cellular —- CMRS Interconnection Agreement 1/10/00 2/10/00
26. | Verizon Wireless — CMRS Interconnection Agreement 4/16/02 10/28/01
27. | VoiceStream Wireless — CMRS Interconnection Agreement 1/23/01 10/24/00
28. | WaveSent, LLC — CMRS Interconnection Agreement Pending Pending
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Stipuiations

This paiicy appties to 200. 720 Service. intralATA 976 Service or any other service
where objectionanle orograms coutd potentially emerge.

This poiicy wiil be impiementeqg in a manner censistent with Amentech's current tecnnical
capabilities, pians and oalicies.

Ameritech wiil not knowingly enter into any agreement that potentiaily could lead to
Ameritech's provision cf Billing Services for objectionable programs.

Determination as to what censtitutes “objectionable* shall be subiect to requiatory and
legal requirements.

Ameritech wiil provide Customers the abiiity to prevent access via olocking to 800 ana
Intral ATA §76 Services. The cail blocking service wiil be avaiiable at no charge.
Blocking is not available from Ameritech for 700 Services. (Ameritech - Wisconsin will not
submit billing for 700 Service to an end user who has 900/976 blocking).

Ameritech will adjust in full and recou.rse to the billing entity those charges that an end user
refuses to pay and for which local dial tone cannotlbe denied. Further, where technically
possible, all charges for 900, 700 or like services will be adjusted from an end users bill
and recoursed to the billing entity when the account is permanently disconnected.

The Billing ana Customer informanon Services organization of Ameritech's Long Distance

Industry Services unit will have the authority and responsibility to ensure the effective
implementation of this policy.

Failure to compty with these quidelines or provision of false information may be grounds
for denial of all Billing Services.

PROPRIETARY
This document conmans prconstary mformason which shail not be eeasea

n any mannes © anv party oher hian ons oi $18 Amemacn
Comparnmss wincust e wien consent

RH ATTACHMENT A-888
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It's Simple:
Sign up for AT&T Local Phone Service.
Get great service AND 2 music CDs FREE!"

Just call AT&T at 1 877 877-7552, ext. 33579 to establish Local Phone Service
in your home, and you'll receive 2 FREE Sony music CDs of your choice.

You'll get the service you want — unlimited local calls from home, plus Caller 1D and
your choice of two additional calling features — for only $31.00 a month!" Select from:
Call Waiting, Three-Way Calling, Call Forwarding, Call Return, and Speed Dialing 8.

AND you'll get the music you want. Pick from a variety of CD titles...it's up to you!

Want more? Get a $25 bill credit when you sign up for AT&T Long Distance!

In addition to your Free CDs, you'll also receive a $25 bill credit when you add AT&T |
Long Distance Service to your local plan. You'll enjoy a Jow rate of just 7¢ a minute H
on all your local toll, in-state and state-to-state calls from home, day or night, for an
additional $3.95 per month!

Your 2 FREE CDS and 2 $25 bill credit are just 2 call away,
Call 1 877 877-7552 ext. 33579 to sign up TODAY!

" ATAT Local Service is not avaliable in all areas. A per-fine access tee (FCC Ling Charge). Universal Connectivity Charge and
other charges apply.

” Consumers who :ign up for ATAT Local Phone Service will be mased two Sony Qift certficates, each redeemable for a select
CO at www.sonycertificate.com. Ofer expires 5/30/03. Consumars will also be sent a saparats letter from ATAT which will
provide confirmation of their order for ATAT Service(s).

* M you saiact Calier ID, equipment is. required. AR feal
with each other.

* Universal Connectivity Charges on state-{o-state and intemabional calls apply. Other charges may apply. Subyect 10 biling
avaitability. )

1 The $25 bilt credit appies to your first full month's service. The bill eredit cannot be combined with any other ATAT Local

not

lable in afl areas and some lealures may not be compatible

Q

{005 - 080313

Service promation and apphes only to Jocal phone servics with a feature package. If you've recently accepied another offer

fo switch 10 ATAT Lacal Service, we can fulfitl only on the first response received. You must bs an ATAT Residential Long
Distance subscriber to receive AT&T Local One Rate Plus state-to-state, in-state, and local toll rates. Subject to bifling |
availabukty Ofler expiras 12/91/02. I
@ 2002 ATAT. All Rights Resarved.
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GET 2 FREE

MUSIC CDs
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© 2002 ATAT. All Rights Reserved.
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This time of year, it's important to reconnect with family and friends. What better way to do
this than with a local calling plan that lets you talk as long as you like and two AT&T Phone
Cards worth up to 500 minutes?

Choose AT&T Unlimited Local Service with three great calling features

AT&T Local Service gives you reliable, quality service on unlimited local calls from home,
alongwith Caller 1D and your choice of two additional calling features.’ Choose from:

>> Call Waiting >> Three-Way Calling >> Call Return >> Call Forwarding >> Speed Dialing 8.

All for just $31.00 amonth.}

Just in time for the holidays: up to 500 calling minutes

When you sign up for AT&T Local Service, we'll activate the two AT&T Phone Cards
enclosed worth up to 250 minutes each. (Be sure to write down the two personal ID
numbers we give you when you call, one on the back of each card.) You can keep both cards,
it you wish, or you can give one {or both) of them away in the spirit of the season. AT&T
Phone Cards make it easy to stay in touch, make plans for the season, and connect with
loved ones. They also make great gifts.

Justcall 1800 321-8051 and ask for ext. 32818 to enroli in AT&T Local Service

Call today and start enjoying AT&T Local Service — and your AT&T Phone Cards. For more
information, visit us online at www.att.com/home. So why wait? Make the switch. Then start
making phone calls. It's the time of year to stay in touch,

Sincerely,

s A)
My A “Q“(Sf"‘-
Michelle Richardson
AT&T Local Service

* Total of up to 500 minutes which are based on U S damestic calling International rates vary and are subject to change See card

caruer for full terms and conditions 1t you've recentty accepted another offer to switch to ATAT Local Service. we can fulhil only
on the first responsa recaived You must ba an AT&T Residential Long Distance subscriber.

! All features may not be available in all areas and some features may not be compatible with each other. Caller ID equipment
15 required

Y A per line access fee for local service (FCC Line Charge). Universa! Connectivity Charge, and other charges apply. AT&T Local
Service 13 not availadle i all areas

@ Printed on recycled paper.

One company takes
care of it ali:

* Unliiited local cailing
from home

¢ Three great
calling features

* Two AT&T Phone Cards
worth up to 500 minutes

Call 1 800 321-8051
and ask for ext. 32818
to enroll and activate

your AT&T Phone Cards.

ATer
RIGHT Now™
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News Release
FOR RELEASE TUESDAY, APRIL 9, 2002

AT&T Signs 50,000 Residential Local Service
Customers in Michigan

DETROIT - AT&T today announced that more than 50,000 Michigan households
are now served by AT&T Local Service - just a few weeks after the company
announced general availability. '

“This is a clear indication of the pent-up demand for local service choice in
Michigan, ” said Phil Tonge, president of local markets, AT&T Consumer.
"Michigan residents are calling in droves to find out what we have to offer and
they like what they hear.”

ATE&T reports that those who have elected to change their local service from
SBC Ameritech to AT&T cite the convenience of having a single bill for local
and long distance calling and a single company to contact for customer service
as the main reason for switching.

The AT&T Local Service plan most often selected by Michigan consumers is the
AT&T Call Plan 400 with 3 Feature Package Enhanced. It offers residents 400
local calls per month; Caller ID listing the name and number of the caller; and
a choice of two additional features such as Call Waiting, 3 Way Calling, Call
Return, Call Forwarding or eight-number Speed Dialing. The plan costs $31.00
per month.

AT&T Local Service customers also can choose to add any of an array of
attractively priced subscription-based AT&T long distance offers including
AT&T One Rate® 7 Cent Plus Plan. With this plan, customers pay a rate of 7
cents per minute on all direct-dialed state-to-state, in-state and local toll
calls. There is a $3.95 monthly fee.

Another long distance option is the recently introduced AT&T Unlimited offer,
which allows subscribers to make unlimited direct-dialed long distance calls
from home and talk as much as they want to other AT&T residential long
distance subscribers in the U.S. for only $19.95 a month. Other state-to-state
long distance calls are priced at 7 cents per minute,

To sign up for AT&T residential local service In Michigan, consumers can call
toll free 1 877 880-5023.

About ATAT: AT&T (www.att.com) is among the world’s premier voice, video
and data communications companies, serving consumers, businesses and
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government. Backed by the research and development capabilities of AT&T
Labs, the company runs the world’s largest, most sophisticated
communications network and is the largest cable operator in the U.S. The
company is a leading supplier of data, Internet and managed services for the
public and private sectors, and offers outsourcing, consulting and networking-
integration to large businesses and government. Serving nearly 60 million
consumers, AT&T is the market leader in consumer communications services
and operates AT&T WorldNet® Service, a leading Internet access service that
has garnered several awards for outstanding customer service.

This press release contains "forward-looking statements” within the means of the Private
Securities Litigation Reform Act of 1995. These Include, but are not limited to, statements
regarding the Company's plans, intentions and expectations. Such statements are inherently
subject to a variety of risks and uncertainties that could cause actual results to differ materially
from those projected. These risks include increased levels of competition, shortages of cellular
handsets and other key equipment, restrictions on the Company’s ability to finance its growth
and performance can be found in the Company's reports filed with the Securities and Exchange
Commission. Given these concerns, investors and analysts should not undue reliance on forward-
looking statements.

For more information, reporters may contact:

Mike Pruyn
312-230-4894 (office)
312-953-1157 (wireless)
mpruyn@att.com

Valerie Hasselbach
908-221-5942 (office)
908-672-4285 (wireless)
vshasselbach@att.com

Nensmmlanmm_unmglmgr_sﬂm;g

———
Torms and Condvions. Prvacy Poicy. Wrts b ATAT.
Copyright © 2002 ATAT Al nghls reserved.
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News Release

FOR RELEASE WEDNESDAY, FEBRUARY 13, 2002

AT&T Enters Residential Local Phone Market in
Michigan

Company lauds state officials for promoting competition with SBC
Ameritech by setting fair wholesale rates

The company is offering Michigan residents several local calling plans with the ability to add an attractively
priced long distance plan and receive a single monthly bill,

commended for setting wholesale prices that reflect the cost of providing local
service in the state of Michigan, ” said phij Tonge, president of local markets,
AT&T Consumer, “We look forward to offering Michigan residents the
convenience of dealing with one company for their iocal and long distance
calls along with Competitive pricing and high-quality customer service,”

AT&T offers a variety of local and long distance calling plans to best suit
consumers’ individual needs. For example, the AT&T Call Plan 400 with 3
Feature Package Enhanced, includes the following for $31.00 per month:

* A choice of two additional features such as Caj Waiting, 3 Way Calling, Call Retumn, Cal) Forwarding
or eight-number Speed Dialing,

* Asingle, simple-to-read bill for local and long distance calls,

* One phone number to call for all customer service needs.

AT&T local service customers can choose from an array of attractively priced

ed AT&T long distance offers, including the recently
announced AT&T Unlimited, an offer only AT&T can provide. AT&T Unlimited
subscribers can make unlimited direct-dialed long distance calls from home
and talk as much as they want to other AT&T residential long distance
subscribers in the U.S. for only $19.95 a month,

“If Michigan callers combine AT&T Unlimited with its local counterpart, AT&T
Call Plan Unlimited, they can enjoy the freedom that only AT&T provides of
virtually unlimited local and long distance calling for one monthly fee,” said
Tonge.




AT&T is initially providing local service to Michigan residents by leasing parts
-~ unbundled network elements -- provided by the state’s monopoly provider
of local service, SBC Ameritech. The company ultimately intends to use its
own facilities, where feasible, to serve many customers.

AT&T already offers local service to businesses in the Detroit metropolitan
area.

To sign up for AT&T residential local service in Michigan, consumers can call
toll free 1 877-880-5023.

About AT&T

AT&T (www.att.com) is among the world’s premier voice, video and data communications companies,
serving consumers, businesses and govemment. Backed by the research and development capabilities of
AT&T Labs, the company runs the world’s largest, most sophisticated communications network. The

————
The foregoing are “forward-looking statements”™ which are based on management’s beliefs as well
as on a number of assumptions concerning future events made by and information currently
available to management. Readers are cautioned not to put undue reliance on such forward-
looking statements, which are not a guarantee of performance and are subject to a number of
uncertainties and other factors, many of which are outside AT&T’s control, that could cause
actual results to differ materially from such statements. For a more detailed description of the
factors that could cause such a difference, please see AT&T's filings with the Securities and
Exchange Commission. AT&T disclaims any intention or obligation to update or revise any
forward-looking statements, whether as a resuit of new information, future events or otherwise.
This information is presented solely to provide additional information to further understand the

results of AT&T.

For more information, reporters may contact:

Valerie Hasselbach - AT&T
9508-221-5942 (office)
9508-672-4285 (cell)

Mike Pruyn - AT&T
312-230-4894 (office)
mpruyn@att.com

it e e
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SIGNING, CASHING, AND/OR DEPOSITING OF THis CHECX wiLL SWITCH 710571 B'%ﬁ
= YOURLONG DISTANCE, LOCAL TOLL, AND LOCAL SERVICES TO ATAT.
== ATeTl CALL 1 800 X26-2405, EXT. 20841, FOR YOUR R YOURCODL HeR NO. 4295450
_ CHECK CODE BEFORE CASHING YOUR CHECK. X |
Just m ssue Date: 10/25/02
ustca Check expires 30 days
1 800 ~ from date of Issue.
326'2405, Check Amount
ext, 20841, $40.00
to switch to :
ATE&T Local “’:.“'.;2,..’"":"',..:.;'{‘:’:“55 2?.;‘:;:‘"!."..',;‘
o K Payoe’ altered.
and Long T VOID IF ALTEREE:
Distance and : D"""" l
then cash this | %u@ A Dwoge~ E
$40 check. . AUTHORIZED SIGNATURE & i

Citizens State Bank, Clara City, MN 56222
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Use AT&T for all

of your calls and get:

One easy-to-read bill

Unlimited local calling
with 3 calling features

7¢ a minute for calls
“outside your home

calling region

Call 1 800 326-2405,
ext. 20841

2

Consumer

Right now.*

Local and Long Distance Togethers® /77 Condepmer

b}

I’s as easy as picking up ths ohons

7 Valees C.
[and cashing this $40 check]. /7 7{9‘0 72— ’K

AT el %h)

ay
T vert T fas v/ o

Life in Michigan just got a whole lot easier. Because now AT&T all-in-one phane service is at
your service. When you choose AT&T for all of your calls, you not only get the benefit of our
more than 120 years of quality and dependability. You aiso get a check for $40 to spend
however you'd like. How easy is that?

Unlimited AT&T Local Calling Service with three convenient calling features.

To start, you'll get unlimited local calling from home each month, plus Caller 1D with Name,
50 you always know who's calling. You also get your choice of two additional calling features
such as Call Waiting, Three-Way Calling, Call Forward, and Call Return.*

Low rates outside your local calling area, too.

And there’s more: You also get a low 7¢-a-minute flat rate on all your local toll, in-state, and
state-to-state calls from home. And that rate stays the same, no matter what time of the day
or night you call.

Best of all, you get the entire package, including the low long distance rate, the unlimited
local service, and three great calling features all for only $34.95 a month.'

Don’t miss this great offer. Sign up today!

One company. One simple package with local and long distance together. One easy-to-read
statement. One customer service number. One great check. There's only one thing left to do:
Pick up the phone and call us right now: 1 800 326-2405, ext. 20841.

Sincerely,

" et € ey

Brietta €. Fonteix
AT&T Marketing Manager

* Caller |D equipment requirsd. Features are not available m all areas, Some features may not work together.
T For residential customers only. AT&T Loca) Service not available in all areas, A per-line access fee for local service (FCC Line Charge);

Universal Cannectivity Charge on local, state-to-state, and j Is; other siate charges apply For more details about
these chasges, please call 1 800 326-2405, axt. 20841 (The $34 55 monthly tee¥s calculated by comblning the $3.95 fee for the
specific ATAT domestic long distance calling plan with local 1 00 fee for ATAT Local Service. You must be an

ATAT Local Service subscriber to recelve the specific AT&T domestic long distance calling plan state-to state, in state, and local toli
rates Subyect to billing availability. To complete your order for ATAT Lacal Service, you must call our toll free number and speak to
an ATAT represantative to order local service, indicate the locat calling features you wizh to recewe, and your local directory listing,

Please see important information on the back.
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SOME THINGS.IN.LIFE ARE GUARANTEED,

ke ATET's $31 unlimited local calling

3

rate,

&

Call 1888-888-7650 or vis;t ATT.COM/HOME ATeT
RIGHT NOW™ Consumer
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GET AT&T UNLIMITED
LOCAL CALLING NOW
FOR $31 A MONTH:

Plus, we'll give you a $25 bill credit.

@)/7& "';'-/‘:’2/'/0‘;& /9 Q,A.Q-—/;ja,aﬁo A Qopsumer

BT lenfimi e d

B Ondid

AT&T is committed to giving you the best in local

=

$3/ii /}]0
VErLf

Pealics

phone service. To prove it, we're guaranteeing this rate @ 3 CALLING FEATURES

untit January 1¢, 2004. This great new rate is one of
our fowest prices ever for unlimited local calling from JANUARY 1, 2004
home in Michigan. To make it even better, we'll also
give you a $25 credit on your first month’s bill if you
sign up by December 31* 2002 And don't forget that
Caller 1D plus two other features are included! For our ® 525 BILL CREDIT
customers who already bave our Call Plan 400 or Call
Plan Unlimited, you'll be automatically upgraded to
this new plan. Is this a great deal, or what?

CALL 1 888-888-7650
OR VISIT WWw. ATT.COM/HOME

"AT&T Local Service not available in all areas. A per line access fee for local service (FCC Line Charge).

Universal Connectivity Charge and other state charges apply. Must enroll by 12/31/02 to get price guarantee. Subject 1o curtent law.

'The $25 bill credit is applied on first full month's service and cannot be combined with any other ATAT Local Service promotion.

You must be a residential long distance subscriber, Offer expires 12/31/02. f you've recently accepted another offer 1o switch
to ATAT Local Service, we can fulfil only on the first response recalved.

'Caller ID equipment required. Some teatures not available in all areas and may not be compatible with each other.

15

® GUARANTEED RATE UNTIL

® ONE OF AT&T'S LOWEST

UNLIMITED LOCAL RATES EVER

i
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ATsT
Consumer



Save $25 in the first month.

IMPORTANT ACCOUNT INFORMATION:

I\
Northville, MI 48167-2323 NOV 19
Bl tus bt ell bt it ‘

BiLk CREOILT -

S —— GET IT ALL
Y -
TCGETHZR
Now we’ll give you a $25 bill credit in the first full month* when you sign up for WITH

unfimited local calling at our lowest price ever — Buaranteed until January 1, 2004." ATaT
Just add AT&T Local Service to the AT&T Long Distance Service you already have, then )

make as many calls as you like.

Along with unlimited local calling, you'll get the features you want. * $25 bill credit in your
first full month
AT&T Local Service includes Caller ID with Name and your choice of two other cailing

features,*all for just $31.00 a month.** Available features include: >> Call Waiting

>> Three-Way Calling >> Call Return >> Call Forwarding >> Speed Dialing 8. * Unlimited local calling

from home

16




Of course, we c#:: other local pPlans, too — just ask the AT&T representative when
you call.

Sign up today for AT&T Local Service with a $25 bill credit.

Call 1800 321-8051 and ask for extension 31088 to receive your $25 bill credit when
you sign up. Or, if you prefer, visit us at att.com/home. Don't miss out on everything
AT&T has to offer!

Sincerely,

y .
My A wC«a(srv\-—
Michelle Richardson
AT&T Local Service

P.S. Want an even better value? We can now expand your local calling area to
include unlimited local toll calls. Call for more information about AT&T's
expanded local offers today!

Call 1 800 321-8051 and ask for extensian 31086, today.

“ The $25 bil credit is apphied on lirst fuh month’s service and applies only to loca! service with teature package
The bul credit cannot be combined with any other ATAT Local Service promotion You must be an AT&T Residentia)
Long Distance subscrniber Offer exprres 12/31/02

' Enrolt by 12/31/02 10 recewe the $31 00 price guarantee until 1/1/04. Subject to current law

¥ Al features may not be available in alt areas. and some festures may not be compatible with each other
Calter 1D equipment 1s reguired

“* A per hine access lee for local service (FCC Line Charge). Universal Connectrvity Charge, and other charges apply
AT&T Local Service 1s not avaiable in ail areas For residentiat customers only,
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* Three calling features
you can really use

* Monthly rate
guaranteed until
January 1, 2004

* One hill,
one company, and
one number to call

All for just $31.00
a month,

= ATeT

RIGHT Now*

H-A-0664015
MIBCB10-02
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Your first month of local is FREE when yousign up for AT&T Local Service today.
1800327-8057, ext. 24841

NEW - AT&T LOCAL SERVICE.

A BETTER CHOICE IN MORE WAYS THAN ONE.

onmndiing Sign up for
ATKT Local Service

People cnooze ATLT Local Service I lots ct ea30R; butncw uere’s one anerybody

€30 3gree on yalimited [ocal calling at a new low prce. So ye. can teep -~ :2.chwith and you'll get:
friends and newhbors 3s ofwen ag youlke. And rght now, the “Ytmonth 2! 2ca: )
ervice s free © * Your first m9nth
et s take 3 ctoser lock 3t what this new locat calling plan ras ;2 offer of local service
Unilmited locat calling and three grast calling features. FREE
Along with unlimited locai caliing, youTl get Caller iD! with N ave plus you~ c~zice of two
daimional eathing features to make ATAT Local Sorvice even — e conven.e=: P any two * Unlimited local calling
of we raliowing features: from home

+ Gall Wasting * Coll Forwarding

+ Thiee-WayCallng - Speed Dialing 8 * Three great ealling

- Calf Return features
You'll slso get 7¢-a-minure focal tofl andlong distance ca.! - morning noon,
end night. * 7¢ aminute on local toli
Sgn up for AT&T Local Service now and you'll getatowlonn ¢ stance rate 25 u32 ¢ o and long distance calls
minute 9n your focat toll, in-siate, and stare-to-state calls .o~ ~ome. 26 ~2 -3 a day, ? days from home

° 3 weex with ATET 1ocal One Rate Mus.” That's right — for 2 montniy fee o' e-ly $34 95y

you ll get reliable loca: service with featwres andlung dizzance - one comen et PXKage. * Al on one bill for just
The new, better choice for iocal service: ATAT, $34.95 amonth
Unbimited locul calting. thrce great calling Peatures g 7¢-a-m = e long d-sii~cerate alfor g
Sfrattow price. with the frsg month of 1ogal setvice fee Jorn e many sat:;t e ATAT Local
Service cuztomers who aepend on u: for calls closer ta home.
AT&Y has the right plan for you,
“he plan | ve yust cescrobed 13 only one of saveral that we atfer-ae || be nags, tabep
you select tha plan et works dest lor you Socall us ot 1800 321-805 1, ext. 24841, ca“
84m=10pm ET Moncay-Friday; 8 2 mad p.m, €T Saturday 3-2 3ign up teay. 1800 321-805 1,
Singerely. ext. 24841 , today.

Miheile Richaracon
——,

AT&T Logal Service %
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o Jepghe, Big Iy b.d.nf»:n-nm-qwnug-m-wmyla Ol ageer ¢ 3 02
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LOCAL AND LONG DISTANCE TOGETHER™
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IMPORTANT ACCGUNT INFORMATION:

Livonie, M 48152-2772 .
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Your first month of local is FREE when yousignup for ATRTLocal Service today.

1800321-8051, ext. 24341

NEW -~ AT&T LOCAL SERVICE.

e

A BETTER CHOICE IN MORE WAYS THAN ONE.

People choose AT&T Local Service for lots of reasons, but now there’s one everybody
€an agree on: untim tad local callmg at a new, low phce. So you cankeep in touch with
Friends and ne)ghoors as often a5 you like. And right now, the first month ot locat
service is free*

Let's take o closer look atwhat this new local calling plan hat o offer.

Untimitediocal calling and three gre ot calling features.
Along with unvimited local Callng, you'll get Callar 107 with Name plus your choxe of two
edditonal calling features to make ATAT Local Service even more convenient Pick any two

of the following features:
+ Gl Waieng = Call Formarding
' + ThveewayCalling = $peed Disling 8
' + Call Return
You'll also gat 7¢-2-minute local toll nd jong distance calling moraing, noon,
and night.

5ign up For ATLT Local Service new and you ll get 8 low long distance rate of Just 7¢ 3
inute on your [ocal toll, in-state, and state-to-state calls from home, 24 howrs aday, 7 days
3 week, with ATLT Local One Rate Mus. ™ Thet's rght — for 3 monthly fee of only $34.95.3
you'll get reliable local servica with faatures nglong distance in one convenent package.

The hew, better chokee for tocal services ATRT,

Unlimited local calling..thvee great calling leatures_a 7¢-a-minute long distance rate..all for a

greaslow price, with the Jirst month of lacal sarvice free Join the many satis! &g ATAT Local
Service customers who depend on us for calfs doser 1o home.

AT&T has the right plan fer you.

The plan I've st deseribed s only one of sevaral that we offer we'll be happy to heip

You 38dect the plan that works best for you, S call 13 st 1 800321-3051, ext. 24841,
8am-10pmer Monday-Friday; 8 am~8 pam. £Y Satwday and 5igh vp today.

Secernly,
Michelle Richardson
ATLT Locat Service

‘ YHQINM*-—NN—;hlm-ﬂumx—uum-uhqumnu 1acel Servne prorpnin,
4nd upsles ariyg o tacy 1P ee wR [ eure PRsages B your paveary I ONer tnprey (1) VA2
| Coder 10 squimond i oquins
e Latet ol » ~it vedasts m gl 1ves b 20T Crmaman
nalarirry Hare yie o "u.-"n N L1 P2 fox bon ol paciie 4780 wn
| SR E Calbng plon .unmlmmmnlwi".hhﬂl\'uuww e,
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Sign up for
AT&T Local Servics
and you'll get:

* Your first month
of local service
FREE

* Unlimited locsl calling
from home

* Three great calling
features

* 7¢ aminute on local toll
and long distance calls
from home

= All on one bill for Just
§34.95 s month

&

Call
1800 321-8051,
ext. 24841, today.

S

ATaT

(ocal ang Lang Distance Togertar™

P.alemmse)
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Your first month of local is FREE when you signup for ATAT Local Service today.
1800321-8051, ext, 24839

NEW - AT&T LOCAL SERVICE.

A BETTER CHOICE IN MORE WAYS THAN ONE.

Ay signup for
AT&T Local Sarvice

Peopls chaose ATAT Local Service for lots of reasons, but now there's ona evarybody

can agree on: unlimited local calling at 3 new, low price. So you can keep in touch with and you'll ger:
friends and neighbors a5 often as you like, And right now, the firse month of local
servicels Iree.* * Your first month
Let's take 3 clasar look at what this new local calling plan has to affer. of local service
Unlimited tocal calling and three great calling fratures. FREE -
Along with unlimmted [ocaf calling, you'll get Caller 107 with Name plus your chorce of two
3dditional calling features to make AT T Local Service even more convanient. Pick any two * Unlimited local calling
of the followng features: from home

+ Gall Waiting + Call forwarding

* Thee-WayCalling - Speed Disting 8 * Three preat calilng

+ CallReturn features
You'll slso get 7¢-a-mimute local toll and long distance cailing morning noon, .
andnight, * 7¢ aminute on locat toll
Sign up For ATAT Local Service now and youll get a fow long distance rate of just 7¢ 3 and long distance calls
minute on your local toll, in-state, and state-to-sate calls from homne, 24 hours a day, 7 dsys from home
3 Wetl. with ATLT Local One Rate Mot That's fight — for a monthly fee of only §34.95
you'll get reluable local service with features 3nd long distance in one convenment package. * All on one bilt for just
The new, better cholce for local service: AT&T, $34.95 amonth
Unlimited local calling_three great calling features..a 7¢-minute Long distance rate_all for
2 greatlow price, with the first meonth of locx servics Frae. Join the many satistied ATA Y Local
Service customers who depend on us for calls closer to home. @
Justeall us at 1800 321.805 1, ext. 24839, 0 a.m.~10 pam. ET Manday—Friday; @ am.-B p.m.
EY Sawurday, and 520 up today,
Sincerely, Call

” 1800 321-8051,
Jau"m &'atu(;m ext. 24839, today.
Muchelle Richardson
ATLT Local Servica
PS. We offar a variety of other calling plans, 100, 0 that you can choose the one that’s bast
for yaur particular cailing needs. just ealt us snd we'll be happy o heip you make a selection, %
° Tres 5D 0 Coont apphes ta the hrm full moreh of locd HER, CIARE b £0rvinrad Wit oty Other ATAT Lacal Swvice promaten m
Ond 2ppLas sy 19 MCH IVICT il En19 1% Dochages oA your prmery oA CHNT gy 113 1122
:mnu&:;-w-q e 138 :amylnl ."‘«-.’..".‘."'L'.’L."&m.# by ATAT darmemé hong Lock e Loy Ol stance Topweher™
GRONLE COlhNg P, 1Atiedng lated |68 Sevade, and hg §11.00 g STAT Ladal Sarvece ang (estrng,
!
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n your first month when you sign up for

AT&T LOCAL SERVICE.
| UNT INFORMATION: CALL
Devoit, Mt 48228-2374 1800 321‘8051;
Dhallobsaehdob ot bstbisadehobeslls bl ) ext. 27328.

Michelle Richardson
AT&T Local Service

AS an existing ATEY Long Distance customar, you've 3lready snawn tat high-quallty phone service and solid
value are wnportant wo you That's why 'm writing t you row — to pvite YOU 2 enpy those same benefits on
<alis closer 1o home,

You see. we also offer ATAT Local Servicy in yow are3. And since y=u already erust AT&T to handie your calls
around the country, I'd Iike 1o 3UBPEST That you 2llow us 10 PINC your calls around town 23 wedl, ATAT Local
Service would be the parfact complement to the ATAT Long Distance Service you aiready have, and | think
you'll enoy the simpluci y and ience of havng just one prone bl for ail your calls and one customaer
service number for everything,

Let’s look a1 the spacifies,

ATAT Locat Service now commes with unlimited local calling from roTe, You'll also get Caller ID with Narme, plus
your choxce of 3ny two of the fotiowing caitng feawyes®: Cal. W3 g Thioe-Way Cailing, Call Retum, Call
forwarding, and Speed Dialing 8, All for st $31.00 ser monty.”

Plus now there's anather great reason 1w Sign W for ATAT Local Service: When you do, we'll give you 2 525 bt
qredit in your first full month of service.) )
thope you'll agree that these are great reasons 1o 590 up For ATRT ocal Service today. And ! invite you 1o da
just that 1t's easy — simply call 1800 321-8051, ext. 27320, or visit us &t stt.comshoms, we ll take care

of the rest.

Sincerely,

AMuinsie A‘u\q_..(;m.

Michetle Richardson

AT&T Local Service
'u'uwmmymumhamumhm—zmwu gm .’ml%gmm?: 0.

" A PN 263 oo for Incyl i Une Qravgel, Univarsa
-Wﬁmhmnfmﬁxmm only 10 loc se~wck with festure package, The bl ek canmot 6e
- OBl with sy oty AT LOCH Seien framouon, You mem un‘mmmwmnm.m“ N,
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825 DBl Gredir

in your first month when you sign up for

AT&T LOCAL SERVICE.
IMPORTANT ACCOUNT INFORMATION: CALL

1 800 321-80571,
Livonia, M! 48150.2955
’Jn”ulun”"l,.”u-u’)”i'lu’o'n'v’nl”nlll"”n, ext. 27328'

R e
WM

AT

Michelle Richaecson
AYAT Local Servsce

Daar

As an enssting ATAT Long Distance cusmer, you've diready shown that high-quality phone service and solid
value are mpertant to you. That's why i'm WIting 10 yOu NOw — [0 INVITE you 10 enjcy 1hose same benthts on
calfs closer to home,

You see, we aito offer ATAY Lacal Service in your area. And since you dlready tust ATAT to handle your calls
around the counvy, d like & suggest that you dllow us to handie your cails around town as well. ATRT Loca;
Servica would be the perfect complement to the ATAT Long Distance Service you alieady have, and | thiak
you'll enjoy the simplicity and convenience of having Just one phone bil for all your calls and one customer
Sefvice number for averything,

Let's look at the specifics.

ATAT Local Service now comes with yatimitad local calling frarm homa, Youl atso get Caller 10 with Name, plus
yow cholce of any two of the following calling features®: Call Waiting, Three-Way Calling, Call Return, Cail
Forwarding, and Speed Dlaling & All for just $31.00 per mont,!

Pius now there's another grest reasen to $g™ up for ATRT Local Service: When you do, we'll give you 3 25 it
aedit in your first full menth of service)

Thope you'll agree trat these are great raasons 1o zign up for ATAT Local Service 5day. And tinwite you te do
IUSTTNBL 15 rasy — timply calt § BOD 321-805 1, ext. 27328, of visht ux ot att.com/home, we'll take care

of the rest :

Sincerely,
AMaiy e LZ«:«(;M—
Michelle Richardson

ATLT Local Servica

* AR festurey "ot he 1801 0028 4N0 Smw features MMy ROt weerk - Caller 10 RQuIpmRI 1 rauired if you choves Caller 1D,
'An-nchmyutau“mmmuluwauz»nmntomumhw Aruugrmuhm
TTh 32 ool IS lmaney'’s mrvice 209 )pchies 7D el ArVIC with feIRirt paage. The Bat Credit ANGK be
muwmm memva::’mmgmM.Oﬂuwmlm
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SICNING, CASHING, ANDIOR DEPOSITING OF YHIS CHECX WiLL SWITGH YOUR 105m  vm
. LONG DISTANCE, LOCAL TOLL, AND LOCAL SERVICES TO ATAT. ™
== AIT WuTE YO OO s NO.DJOI $254
4 Cars ) R T30 2402 GRT Jerm 504 TOUA ) . 81320
cace ”B(mm'”o«l DDDD g:l:;‘ﬁl!l‘.n
frarm gaee ot L8
™ oiccm9m0 530 rQec 125 L Uy _'
Forey and 00/100 Dollars $40.00

Aroraaps epars iy vivage Clamd o b srap ooe
TR IPeN) VLSS 1 Se Wi b ey s
mm’;*-—u-m

y WRDER OF: VOID IF ALTEAEO.
i Ay mmey e aper—e St
: Cursonvibe, M1 44415-9458 W e
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The all-in-one phone service
that has all of Michigan

o talking.

Ever wish you could make life o itde bie umpler? Mosc peaple do. And now that AT&T
offers all-in-one phone senvice 1n Michigan, you ¢an ~ with one simple phone call.

Just<all and switch to ATAT Residentiat Local. Local Teoll. and Long Distarce Services

You'll have the convenenca of a single bill each menth One simple, low rate ail the time One compuny, one bill for
for your domestic long distance and locat toll calls from home, Ong customer sarvce local and long distance
number for everything. And by oining the other Michigan residants who are rwitching o
AT&T, you'll have a $40 check to cash and enjoy any way you piease. Unlimited locaf calling

Look at ali you get for » monthly plan fee of just $34.95 2 month.* with 3 calling features
No wonder everyone's talking, Here's what's included: eami for alt calls

. a minute for alé ca
+ Unhemitad toea callog from home outside your local calling
+ Caller 1D with Name Ind your choxce of two other calting features' such as Call Waiting, area
Qall Forward, or Tvee-Way Calling

* 7¢ a mnute for calls from home beyond your local caliing area A $40 check, yours to
Of cowrse, f you'd prefer a differant combination of SAPVIKES, JUSt iet us know and we i spend as you like
w4or 2 package to your specific calling nends.
Rermember, once you cail 1 800 326-2408, ext, 20798, and swixch ta ATAT. this 540 CALL 1 8D0 225-2405,
check 1s yours to cash, So don't just talk about it — call today. And make life just » lirtle ext, 20798,
simpler from now on, ’
Sincerely,
Cind Grossmann
ATET Marketing Ma~ager

PS. Our check olfer vxprres soen. B sure to call 1300 3262405, ext. 20798, betore
9/15/02 1a take fulb advantage of ALL the benefits ATAT has 1o offer. And don't
forget to ask about owr voiermail servics, tool

4w mredeniial Cuntomers vy A1 BT Lot Srowcn hot suplble . o @78l 5 b accrro bot o loubd sonecs (ReC LAy % WConsumer
Cherge). Unewensal o inca 0e 201 00, %) FRarfagaenet Lots. 3¢ oI TAITTE) spply e mne datah
0wt tmar charg et plasre cob | 998 026-540F omy, 20798 The £34 05 sy ke cakculiiod by Commmreng 1he L3 93 fon

10210 1peting ATAT comesre long 8 Ranve Lol 00 waah Lacal 108 serte s the 591 00 tet for ATRT Local Larvaa.
!»nlubh‘mhnwm bm‘llddk-qu-utﬂmlﬂ-!mhcmﬂmum
ATar m-mmmmn—&‘mn-m-mn 07 vour (oesd doetiovy buinig,

* Coltet 1 eamuprrens syqyees FENVIN S AR e iebis 1 o ot Soreg Hurires oy aee be Cormgmt e wh SaEN oA
Plose yuv Imporiant informetion em the beek,
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AT&T- i

MONTH
LOCAL.SCERVICE

FORYOU.

Get 1 FREE Month ém

. . Suite 100
with AT&T Local Service! 3350 Green Roac
Ann Arbor, M; 48°05-1592
Recently. we sent you a letter offening

o0 waive the monthly recurring
charge for the firse full month of
local service just for choosing ATAT
Local Service.® If you've already
responded, thanks. You've made a smart
choice. If not. please call tocay, This is a
great offer and there’s never been a
benter ume 10 sign up.

Cal today! naw 03-1930
ext. 20000

® Thz oill (regn cannot be cambined win 3%y other
ATAT Lotd Serwce pramotion, appies oy to
service with feature padages on premasy Ine.

Mm Oxhver terrrs. CONSR IS
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WHEN YOU TAKE AWAY LIMITS, ﬂ
WHAT DO YOU GET?

|
|
|

AT&T UNLIMITED. S e

I 20, Box 9365 jnd

BECAUSE TIME DOESN'T MATTER. Sammegasle NY 11735.9785 [
| PEOPLE DO.

Don't wait any longer. "ake the limits off your mast Importent connections —
with the long distance plan that lets you talk as long and as ofeen as you Uke.
§ign up now for AT&T Unfimited, and you can:

= Gall all you want, amytime, from your home phone to any ATAT
Residencial Long Distance customer — no matter whet plan they're on.

* Talk longes to those you love. When minutes don't count, you never
mdtnwamm'do:kwwwmm

* One low munthly fee of $19.95% covers your locsl toll, state-to-state,
and in-state long distance aalls to ATAT Residentlal Long Distance .
customers. Calls to anyone else are just 7¢ 3 minyee. et 275009

- —

Start taking more time for the most importank connecrions in your life,

DETROIT, M1 48228-2374
S'GN Up TODAY' 'l'u""'“l'l’ll"“l|'lllll'll"ll"Ill'll'u"llilll"l'l’
CALL 1800 378-8584, EXT. 22649
OR VISIT: www.att.com/uniimited81
e T T

IALIBAY No cbi de 1t for @l Sovervd by the ATAT Unliwed o, o

25
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IN CASE you DIDN'

HEAR..

Your first
month of AT&T

Local Service

PAID

Sute 100
2350 Creen Road Standad
Ann Arbor, M) 48105-1592 US Paztage

AT2Y !

. -

Don't miss your

A}

P 4
bLowa
)

We wanted to make sure you heard the news. Now there's 8 better

choice for local service: ATAT, the company you already trust for long I

distance. With just one phone bill, cne customer service numbe,

and one phone company, life can be 3 lot easier. Sign up for AT&T (
|

Local Service® and we'll even waive the first Rull-month's tharge
So call today. and one af our service representatives will help you
choose which plan best suits your needs. Sign up today for one

" Ypsilanti, MI 48198-3669
'v'n"u'nn'"l'n'lD'Nl""“"l”"l""l'llllLl"'I‘l‘

simple solution,

1800 321-8051 —_
ext. 24845 g ANT

Local and Long Distanca Together

 AT&T Lo Service 13 A0t Bvadable In 28 3rees. Far residenny uzmen enlyp

"This Bill cred appues 1o L st full menTh of Ik Serv4e. LML Be COMMINGS with 3y ether
4TAT Locat Sen~ce pramation and apples only to lecs: terveee with feature Predges on your

e e ——

o mmea E® .t 3 bl Baree o hadd S diad
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(Comcast. US o
“ P.0. Box 8009C -
HURRY! Call Today! Plymouth, MI 48170 Eer
1-888-COMCAST W |

LAST CHANCE

Comcast Digital
Telephone Service

"17.48

per month
for 6 months
FREE instaitation
FREE month of voicemail.
KEEP

TPSUANT Mt 481983669

“Hello”

Comcast Digital Telephone Service

comeaqst

29




“Goodbye”

high priced local telephone plans.

ameast Digital
~~telephone Service

A0r"6 months
/f’nmmst Gold Puckage =

FREE instaliefion and a_—"" - "
FREE ma#fh of voj il > -

€St ofdll, you keep
jour-existin

elephooe-humber.

Yayost pay less .-

Amsl Gold P,

RE ’
o=~ .
/ 1 .48:uer arcaln . ~dd,
el '

-~

g .ﬁ, “:
688-COMCAST

yWw.ringupsavings:com
For information on all Comcast
local telephone.plans

<" .
b8

whm”na&-uu-—nnmw—

S=2Ess  (comcast
ST IR - ®
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comcast

1500 Market Street
Phiade'phia, PA 10102.2148

TN

DM-HSI-NOSIK

I

Comcast t@?m.nmmm Internet

M $19.95

Aslow as $39.95
per month after that

per month for 3 months*

1.688.6O0MEAST tBHeast.es
MehtioH biet £6da 31463

PRSAT S)

U.S. POSTA
PAID
COMCAS

SOUTHFLELD MI 48075-319g i

>

?—:::r__...;:-—.?—:-:.:.::?:2__::.::.-z___
SEP 09 200
\Nc Nees 7 )
L - > | ¢ * + \an..\.
; N 7l ced 355 Gy
»» Enter the Comcast Back To School Sweepstake

You could win $25,000 in savings bonds!

o GRTEL T (detits inside)

31
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The best way for kids (and grown-ups)

to learn, explore, and create on the Web,

»» Blazing Speed
Surf the Web up to twice as fast as DsL!

" Always On

Cable-powered, so there’s no dialing up, no waiting.
You're always connected.

*»» E-Mail for Everyone

With up to 7 e-mail addresses per account, everyone
in the family, gets their own.

»*» Online File Storage

Free up your computer. Store video, audio, and photo
files online with My File Locker.

" Better Value

Less than the cost of dial-up plus a second phone line.

Conicast High-Speed Internet

m Asiow a5 $39.95
| nermonth a“er tnat

per month for 3 manths®

1.888.c0MCAST toticdst.cok
Mehtlak otter code 3M03

*

IO ckmar instaion wl ety nct be svelatle 1 o arems. Sicying md b chavge o $0.95 vl
u tppd b Saf-matal 0L Prodosscr starrond bl i rvmabl ot » Gocounied ralp s s reuired
Kr non-catle Profee sanowd may be 1 some wees and reguter rvtes
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Sinaddenrus

With Comcast High-Speed Internet, kids get more out of the Web so they can put more into their schoolwork.
-t puts thousands of educational resources within reach — instantly. And it's up to twice as fast as DSL!

so kids spend less time waiting and more time working, resedrching, and learning.

There's plenty for m_dé:-:um,. too. Chat with friends and family instantly. Bank, shop, and bid

os_wsm_*mwﬁm.‘ than ever. Quickly download your favorite music and streaming video of news
‘and wt.,olm.,..>:n. you won't have to put the rest of your life on hold to do it. Comcast
High-Speed Internet mm.nmc_m-uoio«mn. no phone line needed, so your family

can talk on the phone, watch TV, and surf the Web all at once.
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Comcast Back To mo_so_ Sweepstakes Official Rules

NO PURCHASE NECESSARY TO ENTER OR WIN,
Lgﬁﬁgrrzaigggommgs;?

SWEEPSTAKES BEGINS AT 12 01 AM PACIFIC TIME (PT) ON 7/15/02 AND ENDS

AT 11 59 PM (PT) ON 9/30/02 SWEEPSTAKES OPEN TO LEGAL RESIDENTS OF THE
50 UNITED STATES AND THE DISTRICT OF COLUMBIA AGE 13 AND OLOER AT THME
OF ENTRY.

There are two ways ta enter Method #1 Onlhine Vistt www comcastcontest com,
Inhow all nstruchans and comgiete tha onima entry form Onkng entries must be
recewed by 1159 PM (PT) on 9/30/02 Methog 2 By Mai Handpiint your name,
address plione and ¢ mail address {opliona!] and mait to Comcast Back To School
Sweepslakes. PO Box 9249, Medford, NY 11763-9249 Mail-in entnies must be
postmarked by 93002 and recewved by 10/7/02 incomplete entries will not be
gt foe B swostrstanes oy Wi Lot O entry per ¢ aunl addeess Onhne
Ptries wilt be devmied made: by e authonzig ma ot de of Pae e pinl sy
submetted at lame of entry he authonzed account holdes )5 deesned as the naturat
persan who 15 assignad to an e-mail address by an Intemet access provider, service
P or other org ion that 13 responsible for gning e-mad addresses or
the domaum associated with the submitted e-masl address, Use of automated devices
not valid for antry. No mechanical reproducti permitted. Photocapied or k

entries are vod. Sponsor 15 not responsibie for last, fate, sws.asm. damaged,
tlageble o pastage due mailentries.

§§§oﬂ§§.§e§i ¥ won. Prizes
and thew approximate retall vabues (ARV): 1 Grand Prize:; $25.000 ftace vahe) in US.
Senes EE Sawngs Bond (Current vake: $12.500, face value, i.e., value af fuh
maturty $25.000) Futl matuerty date vanes according to prevaskng interest ratas

1 Frst Prize DeM Qimension Computer includes: Pentivm 4 Processor at 2.26GH?,

256M8B PCB00 RDRAM and 40 GB Uttra ATA/00 hard dnve, 24x/10w/40x CO-RW onive
with Roxio's Easy CD Creator,* 19" monttar, keyboard, speakers, Microsoft Smal
Busmess Office and printer (ARV" $2,500.00). | Second Prize: Sony SRX87 vAI0*
Notebook Includes low voltage motule Intef® Pentiunt® If processor B50Miz-M, 10 4°
XGA (1024 X 768) TFT dusplay, 256MB SORAM, 20 GB hard drive. Externat 1 LINK®
OVD/CD-RGM deve, Memory Stek® Media Slot, Integrated V.90 modem and 10/100
Ethernet, Microsoft™ Windows® XP Home Edition and Litwum-ion battery (ARV-
$1,700 00). 5 Third Prizes. Paur of Intemnet D-Unkair DCS-1000W Web Cameras
includes wed-based temote aceess. ntegrated wed server, IEEE 802 111b wireless
and A2 3/3u Emernet, 1O ports far add-on Infrared andior moton Sensnis and

€ mail notrication (ARV $534 00 eacty & 300 Fourth Prizes lane Archve 3-Monih
Pass (ARV $18 00 each) Total ARV of ail prizes guaranieed o be awarded

$37.270 00 Prizes are not nansferabie or redeemabie lor cash Lumit one prize pes
household Savings bond subject 1o the cash redemplion terms specthied by the U S
(usveenment fur Senes 5 Savigs Bands Time 3 Month Archive Pass s vad for a0
tays o chator ol s tvation 24 o/ ihays 5wk il et Tee At within 2
years of winning t No refunds for any uused porton of pass and wnner must agree
to all terms i end user hcensing agreement 0dds of winning detesmned by lotal
number of entries recerved. estimated al 1 440,000 for a Grand. Firt and Second Prze,
1:88,000 for a Third Prize and 1°1.467 for a Fourth Prize Sponsor: Comcast Cable
Communications of Pennsytvana, Inc.. 1500 Market Street, Phwtadetphaa, PA 19102,

gg?&:.«a&éiﬁ-ﬂﬁi%ﬂﬂiﬂﬂ!ﬁ%:
?i-gwg.gsgfifasg.w«

g_isswé!gwgs!u!ﬁwiss
?oﬁ&:ﬂ.i?gigggﬁﬁgtsg
Egigflsiﬁf.gigiudigg
the acceptance, possession or use of a pree The Sponsin does not make, oor n any
marver will be responsibie for, any warranty, rapresaniation or guaraniee relating to

each pize, provided. however, each prize will be subject 1o the manufacturer's
standard warranty Random arawings (o award prizes wiil be conducled on or about
10/15/02 under the supervision of an i Judging orgamzabion whose
decrsions are Il and binding in ak matters telated 10 the Swaepstakes Winners wail
be natified by marl and may be required to 100 and retum an Athdawit of
EligibintyAsabilty/Pubhcity Releass withn 14 days of date printed on nothcation or
he/she will be drsquaified Any pnze os prure notification refurned ag undefvarable
Wil result in arsqualification, and the corresponding prize will be awarded 10 an
alternate wenner it 2 random d 0 Prizes ded within 30 days alter
pnze verfications Acceptance of prze constdutps permission (excep! where
protibiey by law) to use each winner s name prze won, vorce hotnelown and
likeness for purposes of adverirsng, trade promotion, online Posting, and pubkicity
withoul additional compensation

Empioyees nf the Sponsor its parent campany. afhihales, subsidaries advertising,
[ewnnliun il oo v ot v et e it Leies; of el e oot
ehigible In enter or win All federal, state and lucal Tiws i tequiatuns apply
Vond where proneuted by law Sweepsakes 1s governed by US Law

For 3 st of wmners (avastable atter 11/3002) send self-addressed. stamped
envelope by 9/30/02 0. Comcast Back Yo School Sweepstakes Winners, P 0. Box
9144, smmaa NY 11763-9144.

Sigis.g_gétgaéas
iﬂ-igzuggiaigiisﬁﬁu.i_ww
verte to- Comcast Ontine Services, 1500 Market Street, Phitadeiphia, PA 19102.2148
O by sending an e-mail fo the Sponsor at: www Sonk " ap

Pl the Ded kg and tavensin are ademarks of Oall Compustrr Corporcatron
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Save over 2200 per year:
- = . onyourlocal shone service
- " ... and 'nternet accessi

=T =" and zet *wo months ?RE=*

(4

Did you know there is @ now choice for Iocal phone service in Michigan?
And._..did you know;, with that choice, you could be saving over $200 a year?*

s truel CorsComm lacal phone sarvice is now availoble in Michigon with ¢ wide variety of the same services
ond faatures you cumently hava fram Ameritech and morel And for o limsrod hmoe, CoreComm will offer you
two months FREE]I (An $89.90 volve}

Save over $200 per year when you choose
CoreComm’s Unlimited Premium package today!
For a limited time, you con get our Unfimited Premium packoge complete with: unfimited focol phone service,
the wo most popuior calling feanres — Call Waiting cnd Callor 1D with name, a personel toll freo
number, unlimited Infortiet — with thres e-moil occounn ond 10M8 of personol web space - and 100
minutes of long distance ol for $44.93 per monthl With Ameritech, you poy over $20 more
each month for the same services and featyres!

See for yourself and compare the monthly savings with CoreCommi
CorsCornm Amerirsch and

Uniimited Premium  Prodigy Imtemer
Unfimbled lacol phone servics induded $21.00

" You:savesover-

Call Welting included $ 500
Coller ID with nome Induded $ 950 i -
Unlimited fnterne inchuded 32105 5200711
100 minmsres long distence incuded $ 6.00

444" /mo. *65%/mo.

Sign up today for CoreComm Unlimited Premium - only §44.95 per month!
Why poy more? You'll got the some services ond features you're occustomed 10. ano low bill, ow axfroordinery
cus'omer core ond on annuel savings of over $2001 You're going to love the axtro savingsi Yov're going to
love your new local phone comparny: What ore you waiting for? Contact CoraCamm tedey
HURRY—TWO MONTHS FREE OFFER ENDS AUGUST 31, 2002
visit www.offers.core.com/Imi or ot 1-300-272-5586

Torqualityeforthis specio l:oHm:menﬁomPRGMCﬂCODEDMLEIOSDZwherrorderinqt

-d [y g St
- ) Wiemann 19t Wimaby e 1)
o g p—— Cow © 20 o cprtvs umn <
oy o B ettt 970 v gt o iy g Conellomsin it
e badad o
- Cotn - —

2 - e

e TTINT M Nl Sh e Y DAY I A




pany Yoo Can Talk o

3/28/2002 : LDMi ANNOUNCES GROWTH MILESTONES

Company Posts Four Consecutive EBITDA Positive Quarters; 50,000 Local Phone Lines Turned
Up; Bank Debt Restructured

HAMTRAMCK, M!, MARCH 28, 2002 ~LDMI Telecommunications announced today a series of
growth milestones, including the activation of its 50,000th local phone service line, making the
company the leading local phone alternative for businesses in Michigan.

The announcement was made by LDMI Telecommunications Chief Executive Officer Patrick
O'Leary.

The largest telecommunications company based in Michigan, LDMI serves more than 60,000
customers — primarily businesses — throughout the State. It rolied out local phone service less than
fourteen months ago, offering features such as automatic caliback, caller ID, calt forwarding, call
waiting, conference calling, voice mail, and more. The company also provides long distance phone
service, high-speed internet connectivity, and security and hosting services.

Michigan has approximately 2,900,000 local business phone lines, approximately 95 percent of
which are still serviced by SBC/Ameritech. LDMI has been a Michigan leader, working with the
Michigan Public Service Commission, in efforts to drive down the cost of telecommunications
service in the state, while eliminating barriers to true competition.

Additionally, Mr. O’Leary announced the Company has secured a new, senior debt facility with
CapitalSource of Chevy Chase, Md. The facility replaces previous bank debt and is capped at $30
million. CapitalSource Finance LLC is a leading commercial finance company providing senior and
mezzanine financing to middie market growth oriented companies like LDMI.

CapitalSource Managing Director, Corporate Finance Joseph A. Kenary, Jr. said, "Throughout the
turmoil of the telecom sector, over the past year LDMI has demonstrated consistent growth in its
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LDMI

core business by providing superior service and competitive prices. We believe that LDM| is poised
to-prosper as the entire industry regains its footing.”

Commenting on the announcements, Mr. O'Leary said, “We are very pleased with our growth rate,
especially against the backdrop of a tight economy and difficult times in the telecom sector. With
four consecutive EBITDA positive quarters and a more attractive debt arrangement, we are well
positioned to emerge from the downturn with even more momentum.”

LDMI Telecommunications is an integrated communications provider serving primarily business
customers in the Great Lakes region. Its services include local and long distance phone service,
and data services such as high-speed connectivity, security, hosting, and professional network
services. The company is the long distance carrier for approximately ten percent of the small and
medium-sized businesses in Michigan. Founded in 1992, the Company services more than 80,000
customers in the Midwest, and has been named one of the Top Ten Privately Held Michigan
Businesses for 3 consecutive years.

http ”\\252.E:m.ooB\zaé\nosmlwlmmlow html

Page 2 of 2

10/7/2002
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MICHIGAN

New Rates for Payphone Service Providers

Who Sign Up With
*ededeh ki

Mpower Communications. Inc.
(Formerly MGC Communications, Inc.)

Data Net Systems has added Another Choice for Local Telephone Service.

Introducing Mpower’s New Low Rates

PSPs in Michigan can now get $25.00 Flat Rate Pricing in Access areas “A”, “B” and “C”,
Free Conversions from your current Carrier.
No Presubscribed Interexchange Carrier(PIC) Charges.
Directory Assistance at $0.30.

No Fees to Data Net Systems.

Additional Charges
EUCL: $5.18 (Mpower’s policy is to mirror the [LEC’s EUCL)

Taxes: Taxes Vary depending on location and customer’s tax status.
New Installs: $35.00 Service Order Charge

$15.00 Per Line Connection Charge
Conversions: Conversion fees have been waived

For more information, please contact Robert O’Brien at 847-808-0288 ext. 109 or
See our website at www.dnsys.com and view Mpower Information.
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AMERITECH Fax:616

Home Choice Plan ’
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We're Sage Telecom, and we're here to give you something
you may never have had befare: the chance to choose your loeal
telephone company.

Who is Sage? Sage Telecom is a new kind of telephone
company, formed by people with years of experience in
uhmmmunhﬂon.mdczrﬂﬁadbymw;m‘“msc
Service Commission to provide Jocal talephone seyvice
throughout the state. .We sarve over 400,000 regidential angd
mllhusinmmbummthxwdmtthemw We're the
alternative to the Bell* monopaly, and we're here to offer better
value on all your telepbone services.

What’s so different

long distance minutes every

Nov 20 2002 14:54 P02

g5

é",(,q/db a/g}ql.s//fﬂ
of FF
-o UNLIMITED local calling
. minutes of
fong distance .
: <7‘8'o?% 90/170 o ? L1
. /[’C«.ﬁl}ic’s‘z{_ﬂ\

" yet PW

Why switch t0 Sage?
s simply sbout savingy,
With

Plan you get

n you get UNLIMITED.—
local calling with 100
P L e
TN =T+ Binntes.
youean use to eall anywhere
in Mickigan or the U5, ~

W
at’s mare, extra long distance calls for Sage customers
wreouly§ omia s micvte, Alldey oo, S T ayo——

W
o foca.

—It-conts UG to switch to Sage Telecom,

Suwitching to Sage is free and easy - it takes just & few mimytes
on the telephone. Just call us during regular businsss hours
bdonday- Saturday and wyll take car: of eweything_Your .. _ . _
tzlephone number won't change and it doesn cost anything
toswitch,

About the only change you'll notice ia a lower telphove hili
every month. Soaﬂmhdq;l'ihbmrllhrtnvinp

Your telephone number
mchm

Simply about savings.

1-888-972-SAGE (7243)
www.sagetalscom.net

Raference Code 10000

NOV 28 2081 14:sg
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-Anew idea in
local phone service:
savings.

.

Sterling Heights MI 48313-1258
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Government tawes and fees on telephone services apply.

UNLIMITED local calling

100 FP R minutes of
long distance

FREE Caller 1D
FREE Call Waiting

FREE Call Forwarding
and more!
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Talk ameiica

Local and Long Distance Telephone Service For One Low Rate!
Starting At $19.95 Per Month In Michigan!*

Savings Plans Include:

* Your Basic Local Telephone Service

* Local and/Or Regional Calling Minutes

* Same Selection of Features You Have Today
* 3.9¢ State-to-State Long Distance

* No Installation - No Hassles

LS5t Page 2 of 2
5 .

v

=S
. 4

.—Sgec - ;ra m ime Only!
Unlimited Free Long Distance

Between Talk America Local Bundle Customers - All The Time!
Join hundreds of thousands of satisfied Talk America local bundle customers utilizing our
high quality service, low rates and free long distance! Signup online - it takes only minutes!

Prica excludes taxes, surcharges rges. Talk America website otalls.

To unsubscribe click here or go to http://tilw.net/unsub.php?
client=ZoneL evel&msgid=19110200025 and enter your email address

$19.95/mo
i -A,ﬁ.é&»é‘u’
/dc,zu(// '

TRCK.Zon:Level;qlfroh!d!exuqv‘dphulwhﬂ!ﬁp‘ IR

11/21/02
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I You're Paying Ameritech, You're Paying Too Much.

GREAT PLANS
STARTING AS $

LOW AS a month.

Plus Universal Senv-ce I uid foe, other reguictery fees Gna taxes.

With plans starting as low as $19.95 a month, it's no wonder more than 200,000 Michigan residents
have stopped overpaying Ameritech and started saving with Talk America. Call us today to find out
how you can save up to 33% on your next local and leng distance phone bil.

o compee ot cal s or e 1-877-TALK-002

47




SEP @6 2022 :4:¢8 5 SMERITECH 4R49B “SERSEPNIIEGE 70 Sy =.¢4754
Account Number: 0017981268

Talk imerica

June 14, 2002 Local Upgrade

Port Huron, M! 48060-5616
't'u"ufl"uu"u"lnl[l'n“u|n1"1"“1!."101""'0"

TR

Congnatulations, due fo your excellent payment record with Talk Amenca, you have reached Preferred Customer
status. As a Prefemed Customer, we are pleased to offer you additional savings beyond your long distance
service. We invite you 16 upgmde your service to one of our local and long distance Unired Calling Plans.

Join Over 90,000 Michigan Residcnts — Lang up on Ameritech

That's night, Talk Amcrica is providing wiore than 90,000 Michigaa residents complete, full-featurcd Zocal
telephone service bundled with our great long distance rate. Like our Jong distance product, Talk America's local
service is unsurpassed in quality, yet priced to give you the best value for your money.

PLUS, Get FREE Loag Disvance

All Talk America Jocal and long distance bundle customers gt FREE long distance calling to cach othcr ~ up
10 1000 minutes cach moath. Call today, upgrade your account, and find out how those you call the niost can
sign up too. Soon, you'll be cnjoying free calling to cach other every month,

Call 1-888-TALK-291 Today to Find the Right Calling Plan

1 Michigan, we offer Jocal and long distnce bundle plans starting at st $19.95 @ month®. All of our plans
include:

» Local calling**

* Calling Features such as Caller ID, Call Waitiag, Call Forwarding snd moret ..

» FREE nationwide Joag distance calls 1o other Talk America local and loog distance bundle

customers - up 1o 1000 minures each moath.

* 5¢ a minute state-to-state long distance — no minisnums, no additionsl fees

* One monthly bill — simple, clear and easy to understand

* No change in phone number, 00 intermuption in your phane service

Again, we welcome you 10 Preferred Customer status. Take the time now to call onc of our experienced
Customer Care representatives at 1-868-TALK-291) (8255-291) and find out how Talk America can help you
save over Ameritech rates. '

Sincerely,
Edwasd Meyercord

President
Talk America, uc.

Mz,\M

P.S. Remember — Local Calling Plans start at just $19.95. Call 1-888-TALK-291 (8255-291) now for details.

"Price exchudes Wxes and rrgulsiofy charges, inchodi 8 Lnivorsal sarvice Sund fem, rtlry and lisc charges. (u 2ome arras uch taxes asd
&wu,yuM!llka.““%i:‘iﬂumﬂb’.
“l-munnbrymdhrmmwoninhmnnlcp«-h-n.

tVoi 1 out iaciuded is § (availaki MM!”SMML}-MM”DvWJM

Talk America « 2704 Alternate 19 North * Palm Harbor, F1 34683
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- Huhed my

AreYou Still Overpaying
for Home Phone Service?

e —ta® St % c— ———— e .

Now, Get Unlimited Calls in Southeast M
Local and Long Distance Home Phone service for $34.95 per month*

——— e — i T S, - - - m—-— - — -

% Untimited local and toll (zone or intralATA) calls

Y Price includes unlimited features such as Call Waiting,
Catler ID w/ Name, Three-Way Calling, Call Forwarding,
Speed Dialing and much more!

% Only 5¢ per minute for atl state-to-state calls.

Y FREE long distance cails between Talk America focal
bundle members. Up to 1000 minutes each month

% Superior customer service

Y One easy to read bitl

. - - - t e ama . - - - - . .- -~ —

No changing phone numbers
NO cost to switch

No contracts or obligations

NO interruptions in service

No gimmicks or hidden charges

*Price is $39.95 per month in some areas. Ask for details.

Rmuwwbdnu‘xw'akmmW-mWnnmbnwwﬂ'm'
amwmmhmmnmhmmtmumummum

Mmmmwumm:wssswmmmnnm
Muw-wwambmbum:wwm For delals rapweing c3ang wmas nutsios of S £
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crequently Asked Questions | Local Service | sac/Ameritech | Taffgamerica >
e e Plan Name . | Sensible Solution™ | United Regional Plusm §'
ﬁ
7i: Will mry phone number change? . - s o~
««: No. You keep your same number, Price Per Month 542‘95 34.95 8,
1 Are there any contracts of term commitments? Local Calls Unlimited Unlimited g_
% No. you may remaln on the plan a5 long 3 you wish a?
>: WIR | experience any service interruptions whes my Locai Toll Calls 1ominges - men1¢permin Unimited :f;
local service Is changed? . o
A: No, the changeover is invisible, Call Waltlng Included included 3
3
Q: WL ! have the same call quality? Caller ID w/Name Included Included 9,’
A: Yes, the quality of transmission is the same, I
. L~
3: How long does It take to get on the service? Call Forwarding Included Included =
-t ltwill normally take between 2 1o 4 weeks.
3-Way Calling Included Included
-: Do I have te notify my cument provider that | have
converted? Call Return *6 Additional Included
a2 No, Talk America does that for you. g 9
Q: Willl get 3 refund from mry current locat phone Speed Dialing Additional Included
company If I've paid In advance?
A: Your current local telephone company will issue 3 i i
refund check for the portion that you pre-paid and did not Repeat Dtaling Additional Included
use. - —
Long Distance Sprinte Talk sinaica
Q: v{-u | be charged for switching my long distance
provider? Fee $5.95 per month No Fee
A: No,
7: If T have a problem with my Une, who do § contact te Out-of-State LD 7¢ per minute 5¢ per minute
fix it?
iz Simply calt Talk America via 1-866 TEAMTALK and we In-State LD 10¢ per minute 5.9¢ per minute
will take care of it.
1: Does Talk America offer phene service lo businesses? Fret o Setueen No 1000 minutes pes month

A: Yes. Our rate plans for businesses are just as competi-
Uve as our rates for residential service. for details, contact
3 Talk America representative or authorized reseller,

2 Easy Ways to Enroll!

— —

L mem Ll e e @ et o — - —— e .

Q: How can we de this?

4:In 1996, Congress deregulated the Regional Beil )
Operating Companies and opened thele markets to falr Option 1: Visit one of The Tatk Shop locations:

and equal competition. This gives consumers a greater Great takes Crossing or Lakeside Mall
chaice in telephone service and forces prices down

through competition. Customers will see similar savings Option 2: Call 1-866-TEAMTALK (832-6828)

10 what they saw after the long distance deregulation that Refesence ID CODE:

took place In 1982. 1 9 72 O

*Price is $39.95 per month in some areas. Ask for details.

“Campany ¢ompanson memmhmmmbmmvmxm wmmummnm.wwnumm baned on Sorinl'’s ¢ Anyime oftar. Price excades
nmmareqummmwammwhwuww .

R N T Lo e SIS i, Ta'kAmenca“
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Talk america:

HANG UP ON AMERITECH.

Tired of paying too much for Ameritech's local p=one service? .
Now you can choose to pay up to.21% less with Talk America.

R

Sterling Hts, MI 48310-4363 SEP 23 VU
lvlu"n'vu"nu""un’n'n“u”uu"nlulu"nn"'

e

I think you’ll agree, choice is a good thing.

Unfortunately, until just recently, Michigan residents like you didn’t have much of a
choice when it came to high quality local and long distance telephone service.

Tt was the Ameritech phone monopoly or nothing. And boy did they take advantage of that
fact by charging you top dollar to talk to friends and family locally and across the country.

Those days are over.

Because now, thanks to changes in Federal and State regulations, choice is back. And to
date, over 100,000 Michigan residents have chosen to hang up on Ameritech’s high prices and go
with Talk America—an aggressive local and long distance service carrier camitted to offering
low rates and the best service possible.

And we invite you to join them by switching to Talk America today.
Plans start at as little as $19.95 a month.

With Talk America, it’'s simple to choose a plan that meets your needs—and saves you money.
In addition to the savings, you’'ll also enjoy the convenience of getting just one telephone
bill for your long distance and local service. All backed by the most custcmer-responsive, con-
sistently reliable service in the industry. So chodse your plan and make the switch today:

ALL TALK S E:
. Free calls to all other Talk America members nationwide, up to 1000 minutes—
when they also subscribe to a Talk America local and long distance bundle plan,
. 5¢ a minute state-to-state long distance.
° 5.9¢ a minute in-state long distance within Michigan.

ADDITIONAL ITEMS INCLUDED WITH EACH OF _THE FOLLOWING PLANS:

UNITED UNLIMITED PLUS PLAN-$34.95

. UNLIMITED FREE local and regional calling.
. Up to 20 FREE calling features such as caller ID, call waiting and more. (over)

Talk America « 2704 Alternate 19 North -« Pc m Harbor, FL 34683
002-MI-04775
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e UNITED UNLIMITED PLAN~S24.95 o UNITED 1000 PLAN-$19.95

. UNLIMITED FREE local <alling. . 1000 FRZE local calling minutes.
. Up to 20 FREE calling ‘eatures. . Up to 3 FREE calling features.

N

Why switch? For starters, check the chart below. A typical Ameritech Sensible Solution™
Plan customer can save up to 21% when they sign up 'for the same service with Talk America.

- . ~—
r-;m~~' »
S AVE UP TO Q. Typical Customer Profile Comparison Guypmennth - + .
O Charges Per Month , o
Ameritech Talk Americs
That adds up to huge Senaibln Unkked Unlimited
savings over Ameritech- Base Prce L R - I,
. e v -
more than $130 a year! B0mn eratainsizte  $4.80° 8954
60 minutes state-to-state ~ $4 80" $300
Okay, so what's the catch? There long distance
isn’t one. Because when you switch to Talk
America, you’ll be getting high quality Total charges ss258 sare
local and long distance phone service from Total savings with $11.08 .
ore of the nation’s fastest growing phone Talk Amorica Up t0 21% savings
service providers—a company with 10 years —————
0l experience and over 200,000 satisfied .
local customers nationwide. *8 cents rate from an altemate long distance carvier.

See explantion of price comparison below,

Call 1-877-TALK-503 now
and make the switch to Talk America—absolutely FREE.

Switching to Talk America is easy. Just call 1-877-TALX-303 to sign up completely free of
charge. There are no contracts to sign. No complicated forms %o fill out. And you can keep your
existing phone number. what could be simplexr?

So call today and hang up on Ameritech'’s high gates and customer service hassles. We look
forward to adding you to the growing list of 100,000 Michigan residents who have taken advan-
tage of their right to choose big savings and better customer service.

Sincerely,

Edward Meyercord
President, Talk America, Inc.

B.S. Remember, you can talk all you want with Talk America’s UNLIMITED FREE LOCAL AND REGIONAL
MINUTES. So call to sign up today.

M:st have existing phone service. Savings vary based on plan selected, zore, and sage. Ameritech offers a variety
of plans same of which may result in lower fees than Ameritech Sersible Solution™ plan listed above. Prices exclude
taxes and regulatory charges such as :niversal service fund charge, state linecharges, ard relay charges. Talk America
is not affiliated with Ameritech. See . talk.can for details.

MI10
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[ TALK ALL YOU WANT }
' FOR ONE LOW PRICE. |

' Unlimited Local Calling

> 250 FREE Long-Distance Minutes per month
- Any time, any day.
~ No monthly Jong-distance fee!

per month™ Package also includes

m— - Caller ID"

- Yoicemail

— Automatic Callback (%69)

— Call Blocking / Anonymous Rejection
~ Three-Way Calling

— Call Waiting

= Caller ID on Call Waiting

s All guaranteed for the entire 2 years of
your first service term!

-
@3“‘ ' HE TDS METROCOM
N VALUE UNLIMITED PLAN

This is the single best deal ever offered by any phone
company in Michigan. Call around and compare, then
call TDS. Switching is fast, easy, and free. Don't wait.

CALL US ON IT.
888-655-4745

_\

. e —— . ——— — e+ e e .-

metrocom
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Press Release

Talk America Offers Greater Choice and Savin
Midwestern States

1

1%
2002, Savings will vary based on custamer usage and plan selection.

Talk America (ticker: TALK, exchange: NASDAQ)
News Release - 18-June-2002

gs in Key

2

Ameritech's Price Action Underscores Importance of UNE-Platform
in Offering Competition in Local Markets

RESTON, Va.--(BUSINESS WIRE)--June 18, 2002-- Talk
America (NASDAQ: TALK), an integrated communications provider,
today announced greater cost savings and value to its consumers
in Michigan through its new United 1000, United 5000 and United

; Regional Plus service bundles, as compared to Ameritech's new
pricing structure which became effective June 17, 2002. In a head-
to-head comparison, Talk America's new plans offer price savings
of up to 35% to consumers in Michigan.

Ameritech

800 minutes Free

Member~to-Member Long

Pistance Calling Yes No
Total Charges for

Usage and Features 526.76 $37.43

Based on publicly availablie prices for Talk America's "United
¢U" plan ard Ameritech's "Econcmy Solution” Plan as of June 14,
1 Y

80C free minutes applies to calls to cther Talk America local burdle

customers. For mcre details about Talk America's plans go tc
www.talk.com,

"We applaud every effort to give consumers greater choice and

savings in their local markets," said Gabe Battista, Chairman and
CEO, Talk America. "While Ameritech has made a significant step
with their new price reductions, we believe customers deserve
better. Talk America's ability to tailor its products, reduce
operational expenses and lower customer acquisition costs allows
us to pass on greater savings to our customers, compared to
Ameritech and other regional Bell companies.”

Ameritech's price action this week underscores the importance of
the UNE-Platform (Unbundled Network Elements Platform) for

offering competition in local markets. One of the most significant
provisions of the 1996 Telecommunications Act, the UNE-Platform

hitps://secure.talk.com/web. cgilt
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Talk America Press Release

Page 2 of 3

opens wne markec compeuuon Dy alowing iocal service
providers to lease network elements from the regional Bell
companies.

"UNE-P plays a critical role in opening local markets for
competitive phone services,"” Mr. Battista added. "It is one of the
major benefits for residential consumers as a result of the
Telecommunications Act and is realized through the actions of all
competitors including those of Ameritech. By giving consumers
more choice and more savings, we continue to drive competition in
local markets. Our team is dedicated to enhancing this competition
with new products and new price offerings in the future, and with
more efficient, innovative business operations that drive down
costs and development cycles."

As previously announced, Talk America's United product line is
aggressively priced with monthly rates as low as $19.95. The
services include basic local calling, custom feature packages,
1,000 minutes of free member-to-member calling to other local
bundle customers and state-to-state long distance service at five
cents per minute. The Company also recently introduced attractive
rates for additional lines used for internet dial up services and fax
transmission. The Company's sales and marketing channels are
designed to qualify potential customers and match the calling
plans that best suit their needs.

To learn more about Talk America's products and services cali
(888) 428-3288 or visit the Company's website at www.talk.com.

About Talk America

Talk America is an integrated communications provider marketing
a bundle of local and long distance phone services to residential
and small business customers utilizing its proprietary ' " real-time"
online billing and customer service platform. Talk America has
added local service to its offerings, after ten years as a long
distance provider. The Company delivers value in the form of
savings, simplicity and quality service to its customers based on
the efficiency of its low-cost, nationwide network and the
effectiveness of its systems that interface electronically with the
Bell Operating Companies. For further information, visit the
Company online at: www.talk.com.

Please Note: " ‘Safe Harbor" statement under the Private
Securities Litigation Reform Act of 1995: Statements in this press
release regarding Talk America's business that are not historical
facts are " " forward-looking statements" that involve risks and
uncertainties. For a discussion of such risks and uncertainties,
which could cause actual results to differ from those contained in
the forward-looking statements, see the discussions contained in
its Annual Report on Form 10-K for the year-ended December 31,
2001 as amended by Form 10-K/A filed April 12, 2002 and its
Quarterly Report on Form 10-Q for the quarter ended March 31,
2002 and any subsequent SEC filings.

Contact:

~— i e

https://secure.talk.com/web.cgi/user/talkirpressroom6. 18.02. htm 10/3/2002
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Talk America Press Release Page 3 of 3

1alk America
David G. Zahka

Chief Financial Officer
215-862-6849 (t)
dzahka@talk.com
www.talk.com

TALK com fHouting Com is changing its name t Falk Amenica, inc. Therefore, in centzin jurisdictions sarace i provided by Tl com Holding

Corp,
i 05t thiss sife are owned by Talk Americe. ing. and, urless sthsrwise indicated, iy

o@F diszivuted in any menner without Tk America, inc.'s wrpress willen convert,

Service in Alabama, Mississippi, Gecrgia, Ternassee and sortain cther jurisdictions is proviced By TALK com MHoiting Corp. and Access Ona
Comunuricgtions. Corp.

vice Fund {LISF } fee increases te 11.5%. This iporenss e consistent withs ine industy standerd set

oy ATKT.

Or: February ist, 2002, the FIC Universa: RISV

https://secure,talk.com/web.cgi/user/ta]kirpressroom6. 18.02.htm 10/3/2002
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I want it all
for $3 0/month’

Call
- 888=-655-4745

www.tdsmetro.com

- metrocd

OFer expres 12002 v 2 e Souecast Mt ga- reg zeota custemers B

59




@aom

751 Kenmoor Ave. SE
Sute 102
Grand Rapids, Ml 49546

WMI01

GRAND RAPIDS, MI

PRSRT STD
U.S. POSTAGE

PAID

ICs

W15 1008

49508-5280

Il‘ll”Ilillllllllll']ll!ll'I'l|l'l”HllHlblilll”lllll'lill

60




Finally, local phone
Service without
astronaomical cost.

PER MONTH"
(24 MONTHS)

GUARANTEED.

500 FREE Local Calls Each Month
Three-Way Calling

FREE %69 (Automatic Callback)
Call Forwarding

Call Waiting

60 Minutes FREE Long Distance*
Each Month
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THE LOWEST RATES, TERRIFIC SERVICE. YOUR BEST CONNECTION FOR LOCAL
PHONE SERVICE. FAOM YOUR FRIENDS AND NEIGHBORS AT TDS METROCOM,
YOUR NEXT LOCAL PHONE COMPANY.

CALL 888-272-5032 TODAY.

TOS xmnanoa us. vOuW).—.”n
791 Kenmoor Ave. SE v>_o
Suite 102 . ICS

Grand Rapids, M| 4954¢

AUG 0 8 i

GRAND RAPIDS) MI  49508-5280
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Want better phone service for less? Switch to TDS Metrocom.

65

It only takes a few minutes and you'll have more money
at the end of the year.

You’ll love it. Period.

888-272-5032

Sign up online at
WWW.TDSMETRO.COM

METROCOM

your next local phone company

*Plus FCC/End-User Charge. 91 1. local, sate and federal taves. “*Caller 10 unit not included. Requires display unit or phone.
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nmn a bucket o’ long-distance
for less than 4.5¢/minute!

ANTI M 45157
Lock in a great local phone rate |
of _.Cmn MNA\BODQJ.* 7 \v,w ..\N(.\. \\Aa\xh

\\.«Q\\n .

then SUPERSIZE your plan \\«v@\.‘%
with bargain long-distance!"
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For more than 3 million customers

in 38 states, TDS is the Number 1 choice

- in local phone service.

877.827.5989

CALL US TODAY

We won't call you.

TDS does not telemarket.
It's rude.

e eeon

WWW.TDSMETRO.COM

‘TDS VALUE 500 PLAN

* 500 local calls/month

* 120 long-distance minutes/monthf
* Free Caller ID¥

* Free Call Waiting

$24/month*

for 24 months

\.

SUPERSIZE

T0 250

LONG-DISTANCE
MINUTES/MONTH

$10.95

(Towd package prxce $30 95 month Addwona! boag-dritance
muawtes dbove 150 3t B/omemie )

J

SUPERSIZE

T0 500

LONG-DISTANCE
MINUTES/MONTH

$20.95

(Jotal package prce S04 95/menth Addbtionad long derance
mentes short SO0 2 Se/mvente |

N

)

J

*Plus FCC/End-User Charges, 911. local, state and federal taxes.
$250-minute and S00.
$Cafler 10 unic not included. Requires display unit or phone.

inute bundies replace the free 120 munutes inchuded in package.
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For years. our customars have requested that VarTec Telecom provide bolh local AND lang distance telephone
~ NOW WE CANI You can chooss VarTec Telecom as your local AND long distanca telephone company with
. $29.96 a month.

With OneChoice, there's no need to dial 10-10-811° amymorel

VarTec Telacom is a company you've trusted for your long cistance needs, and now you can choose us for local AND
long distance service. Same great service without all the ext-a numbers 1o diall

8 Great Features Included For Only $29.95

* You get Local Telsphone Service
* You get Caller ID*

* You get Cal

* You get Cajl Wahing ID"

* You get Auto Buoy Redial

* You got Aul

distance minutes*” Included avary month at no addilional charge

U
* Aher the first U.8. long owstance calis ars JUST 7¢ A MINUTE

Addillonal Benefits

+No nead 1o dial 10-10-811 before every long distance cat!
* One corwenient bil

» Easy to switch ~ no fees, no hassies

* Your local talephone numbar won't change

1-888-282-7535 10 sign up or complete e Letlar of Agency below and retum & in the
posiage-paid envaiope Lo :1on up for OneChelce for just $29.96 a month.

E
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Additional Benefits:

+ Thare's no noed to dial 10-10-811
betore your long distance
cails anymore
- One convenlent biil
- Easy to switeh - no fees, no hassles
« Your focal telephons number
won't change

WIh OneChoice, you whl receive

ONE morthly phone bill, quallly customer
assstance, graat inlemalional rates,

and best of all you won't have so dia all of
thoss extra numbers before your

long distance calls! Sign up wday!

Quostions? Call 1-888-2082-753%3
or visit www.vartec.com

C(.]” Now!

B ﬂ(\’\ 'I""' )u\ ~

TR URTITE S TEu J:vd Lelter of
SV et iy

2 Cen Jloue.

choice
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@ Neighborhood

built by mci
P.0. Box 4588, lowa City, A 52244-4588

Important information about your home phone service.

Saginaw, Ml 48601-9735
19 100|198 Y £ O | D 111 PO 0 0 X8 1O 0 A0 |
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@ Néighborhood ~ FREE CALLING CERTIFICATE e B

520
built by mes CHECK VOID IF ALTERED

This corvificass must bs signed o back te be valid. Cenificaie No. 60498424

Phone No. 989-746-9926

R Y
' o tte b oo - i od .
oot mowe (. Payto theonderof The Neighborhood an?ii? Ce00

Issued: October 02, 2002
Valid until: Januvary 05, 2003

. 893/ QK¢ V91 Neighborhood fumplete
Saginaw, M1 480x) 1-9735 Puyable Through

ALLFIRST Back Q 2 MWW”%
Baltimore, MD
mﬂﬂ m. fos

1052000113 ?750L98L 2L 70N
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Join The Neighborhood.

A revolutionary local and long distance phone service that lets
you speak freely from home to anyone in the US. As often as you
want. Anytime you feel like it. For one monthly price of $49.99*

With Neighborhood Complete you get:

* unlimited long distance
¢ ynlimited local calls

* call waiting

* caller id

* voicemail

* 3-way calling

¢ speed dial

Now you can have it all! Join The Neighborhood today
and get $50 in FREE calling.**

75

-

ROO8°000912644°C03°1.03°L



With The Neighborhood. built by MCI, you can get local and fong distance caliing, @ NEIghbﬂl‘houd

all from one company built by mes
UnBimited long distance. Unlimiled local calls. All for one price. With Neighborhood Complete, you can call anyone, next

door of across the country, at any time from home for one monthy price of $49.89* And, no matter how much you talk,
you'll pay the same price every month.

Even your favorite calling features are included. Voicemail. Call Waiting. Caller ID. 3-Way Calling. Speed Dial. All the
convenient features youqve always wanted. The axtras are no longer extra. :

Get $50 in free calling when you join The Neighborhood. Join by December 12, 2002, and we'll %Ne you the code that
activates the enclosed $50 certificate.” Call 1-800-400-1243 to sign up, and follow the simple instructions on the
next page.

Activating your $50 certificate is as easy as 1-2-3. Tutn this page and dial 1-800-400-1243!
Sincerely,

oty
James G. Myers

Vice President *
Customer Service

76




Rz Call 1-&0@ 'w
- now to join
The Neighborhood.

B —————
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Neighborhood o ‘

built by mei PER -3 |

PO, Box K838 Sows Cly. LA 52244 L5840

Important information about your home phone service

;vma- tt*t*tiﬁﬁtﬁttAUTo*ts_D'GIT 482

Detroit, Ml 48227-1313

Mt|||n||uMullumlul"u"mi"u"u"um!ln“ul

rhood

oult by mer

Whleihinuaag: g
The Neighborhood Is a new nationwide local phone company that lets you speak @ nghbﬂ
freely from home ta the peopla you want, as often as you want, for one monthly prca.

UnlimHtad long distance. Unlimitsd local cails, All for ans prics.

[ rhood Complate for $49 .99 a month anc talk to anyons, anytime, anywhers in tha U.S. No matier
heimrrllb;ou talk or m often you call, you'll never have 16 worry about your home phone bill again,

Galling featuras included!

You shoulan't hava to pay more to have things just the way you like tham. And now you don't hava to. Your favorita
calling features ar » ea in The Naighborhood.

Call 1-800-400-093% foday. And speak fresly from now on.

Finally, there's a phone campany that understands your wish to speak frealy. Ana your desira naver ta think about
your home phonae bil again. Call to join The Neighborhood today.

Sincarely,
qum G-M G

James G. Myers . [
Vice Presgent, Customer Service

- . - ——— e g -
— . N P Tt emeemam e - e .
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Neighborhood SIFC

JUL 11 2U¥2 99:45 FR ENOINSERING JEg. |

built by mci .
Naighborhood Complete gives you

s untimiled feng distance
e unlimiled local calls
s calling features.

calt wari:ng

caller id
voleemal
3-way cailing
speeg dial

Now you can have it ail.
For one monthly price.

Traversa City, Ml 49656-8708

,l’"”']l"“","l“"ﬂ'""I"l","""’lll,l”"]"’.l" gan wnh 10 FREE
' movie rentals good at

BLOCKBUSTER®
. .. . Calli-800-393-4004  [USHITN
S ' , Number: 000028434001719

introducing The Neighborhood - a revolutionary phone service that's got everybody talking. Finally, you
can call next door or across the country es much as you want. Plus, voicemat and your favortte caling
features are included. t's an extremnely simpie, revolutiomary idea. And it's finally here.

Unlimited long distance. Unlimited local calls. Alt yours for ane monthly price.
That's right. You't never have 1o worry about your home phone bil again with Neighborhood Compiete.
For one monithly price of $49.96", you're frea to call from home 1o anyone, anywhere in the U.S.. day or
night and telk as jong es you want.

Even your favorite calling features are included.
Call Walting. Caller ID. Voicema. 3-Way Calling. Speed Dial. All the corvenient features you've always
wanted can now be yours, as part of your monthly price. The extras are no longer extra.

Gat now and get 10 FREE movie rentals good at BLOCKBUSTER."™
Join The Neighborhood by August 15, 2002 and get 10 free movie (DVD or VHS) rentals good at &
participating BLOCKBUSTER store, Plus, you'll continue 10 eam a free rental certificate for avery $25
You spend each month as a mermber of The Neighborhood.

) i T Cal1-g00SEMgAlday. - . T T T T
Finally, muasapimcompmynutmdusﬁndsymrwm”speakﬁedymdywrdeslmm
1o think about your phone bill again. Call tocay 10 Jok The Neighborhood and get your 10 free movie
rentals good at BLOCKBUSTER.

Sincerely,
A Tl Uty retandi,
Lisa Zoeliner

VP, Partnership Mark r\guy "
eting , Partnership Marketing
Blockbuster inc. MCt

MY
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Join The Neighborhood today, 77656

and you're on your way to FREE movie rentals
-good at BLOCKBUSTER® every month!

Neighborhood

-’ built by mci

You'll earn a rental certificate good for one (1) FREE movie (DVD or

VHS) or game rental at any participating BLOCKBUSTER store for every
§$25 you spend each month as a member of The Neighborhood!

THE BEST WAY TO DUD IS BLOCKBUSTER™

Make It a BLOCKBUSTER Night'

*Eor residential velce service orly Call lor evalishitty It your 8rag.
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S99, Your rgntel Cortficaing Wil 31ive WANI 3-5 Weeki of j0ining THe Nek/orhcod. Maase alew addhensl Ine f you av requssting Senice for 3 Aew You; it
Prough D ime of ISR ¥ Teewhw your premodon.

SONACRY TOUM o MG customer
The foliowing MCP* [ ] g Long D . Locsl Ouiing Lace! perviced and imernalonal talis. Loch TOU 907vics My siie DS RIS ™ &5 i
g el Iocal iong damnce, ummmkmw%m at month, m"‘:&.......m“ N!“M -
BT “3' aﬁ m%&& o = '“WNWManT:wmm‘:m
itk 2N et lbyaeglid o L coriicain. Aeneel coneaias :
P - Mwﬂmﬁ " ‘:gﬁﬂ:ﬁ‘*\mﬂ Poms,  romet "';“%,*_m‘u“u"
mzﬂnﬂﬁwmcmmdwmmnm ame, ot e relomd Maske wse MROETRS Slaannar Feniaming
wil be e user b

— A S——
. St S
e s A s
e o — S———
e
Aty

ok TYOTOL PAGE. B4 x

80




Z-LineHomE"

The Smart Choice
for Home Phone Service
Delroit. Mi 48,!19-3958
[ FHISULT NS NOR 1 19 PO8 | XY PO9Y Malbenhill

De:

H you're Ike most pecple, you don't want 10 put up with a~ymore hasstes from Amerrech,

With Z-LineHOME™ from Z-Tel” you don't have to
I¥'s this simple;

1. Give us a = inules

of your time
34 700
2. Call us to-1r&@Fh

T e

3. Eegin saving up to
§200 a year on

kome e

-~ famty et IR

to macke this call?

Free $2500

® TARGET

éiftCérd

Z-LIneHOME makes phone service a:plo, w > local ane ohg distance catng. flus Vorenas. Ca¥
Whailing and more, on one bii. irom one comparny. at 8 savings of about 25% over Ameritech®
And you can even keap your current phone number Al t* s siarts at just $24.99 per month with no
cost to switch!® Other plans wilh addibonal features and (ong thstance are avaiable

To meke this even saswr lor you, well send you a $25 Target GtCard™* just for becormng &
Z-Tol customer. This offer expires soon, so call 1-866-888-3437 today Or. sgn the order form
below (we've already filled 1t out for you), put it in the postage pard envelope provided. and drop 1t

n the mail.

Remember, ! takes pust a few minutes to ¢alt and sign up *5+ Z LineHOME  With Z-LineHOME
thera are no hassies. jusl savings' So give us a cak and * 1d out more

ZTel

PS. Pass me anached caa anrginanend Tez, 1o--

M@ . T8 Sea DPONe Son e a3 the

525 Torgel GMCad when Ircy brrome 3 2 Ted oo <ore - *°

v

r:‘ - TN, M), ..

PRI e Mutel S PP Aol Y. I P AN

M 46219-3888
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cnoneer,s
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Z-LincHoMmE"

The Mmart Choree
for Home Phone Service
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BUSINESS REPLY MAIL

FIRST-CLASS MAIL PERMIT NO. 374 TAMPA FL 00/\

POSTAGE WILL BE PAID BY ADDRESSEE 0{2
%
7

Z-TEL LOCAL SERVICE
601 S HARBOUR ISLAND BLVD STE 220
TAMPA FL 33602-9882
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Detrott, Ml 48238-1715
M 3Zevd ~loTaldr 3 ATUMEL, T IS a50K 12 e gt A A
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Z-1.ineHoME

The Smart Choice
for Home Phone Service

etroit, MI'48238-1715
[ 1190 A R 118 4 PO R P T Y R P | P

near“

it you're Lke mcst oecple. you don't want to pul up wilh arymore nessies f-om Amertech.
Witk Z-LineHOME™ f-om: Z-Tet” you con't have fo,

s Pus ssmple,

1. Give us a few minutes
of your time

2. Call us tolf-free at
1-866-888-3497

3. Begin saving up to
$200 a year on
home phone service’

Can you really afford NOT

to make this call?

Z-LineHOME makes pnone sersice simplg, with local and lorg d.stance cading. plis Voicemail, Cat
Wailing and more, or cne bill. from one company, at a savings of 2bout 25% over Ameritech®
A73 you car even keep your curren: phone number. All this Starts &t jus: $24.99 per mon‘h with no
cost lo switch!™ Otre- plans with aodihonal leatures and «ong dista~ce are avatladle.

To maxe this even easier for you, we'll send you a $25 Target GiftC 319" jus: fo’ becoming a
Z-Tel cuslomer, This offe’ expires soon, $o call 1-866-888-3497 today. O, sign the order form
below {ve ve aready frled it ou: for you'), pt 1 In the postage paxd 2rvelope provideo. and droo it
In the may.

Rermemrber, . takes just a few m'nules 1o call and sign up for Z-LineOME. With 2-LineHOME
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TALK AMERICA filed this 10-Q on 08/13/2002.
Outline Printer Friendly

Next Page »

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(MARK ONE)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE

SECURITIES EXCHANGE ACT OF 1934

FOR THE QUARTERLY PERIOD ENDED JUNE 30, 2002
OR

[ ] TRANSACTION REPORT PURSUANT TO SECTION 13 OR 15(D) OF THE

SECURITIES EXCHANGE ACT OF 1934

FOR THE TRANSITION PERIOD FROM TO
COMMISSION FILE NUMBER 0 - 26728
TALK AMERICA HOLDINGS, INC.
(Exact name of registrant as specified in its charter)
DELAWARE 23-2827736

(State of incorporation) (I.R.S. Employer Identification No.)
12020 SUNRISE VALLEY DRIVE, SUITE 250, RESTON, VIRGINIA 20191
(Address of principal executive offices) (Zip Code)

(703) 391-7500
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act of
1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and (2) has been subject to such
filing requirements for the past 90 days.

Yes X No

Indicate the number of shares outstanding of each of the issuer's classes
of common stock, as of the latest practicable date.

81,690,766 shares of Common Stock, par value of $0.01 per share, were
issued and outstanding as of August 6, 2002.

TALK AMERICA HOLDINGS, INC. AND SUBSIDIARIES

INDEX
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PART I - FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

TALK AMERICA HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT FOR PER SHARE DATA)
(UNAUDITED)

FOR THE THREE MONTHS
ENDED JUNE 30,

2002 2001
Sales $77,673 $132,445
Costs and expenses:
Network and line costs 37,652 63,513
General and administrative expenses 13,647 23,266
Provision for doubtful accounts 2,801 35,852

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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Sales and marketing expenses
Depreciation and amortization

Total costs and expenses

Operating income (loss)

Other Income (expense):
Interest income
Interest expense
Other, net

Income (loss) before provision for income taxes
Provision for income taxes

Income (loss) before cumulative effect of an

Page 3 of 32

25,004
9,698

accounting change
Cumulative effect of an

Net income (loss)

Income (loss) per share

Income (loss) before

accounting change

Cumulative effect of
per share

accounting change

- Basic:

cumulative effect of an
per share

an accounting change

Net income (loss) per share

Weighted average common

Income (loss) per share
Income (loss) before
accounting change
Cumulative effect of

shares outstanding

- Diluted:

cumulative effect of an
per share

an accounting change

per share

Net income (loss) per share

Weighted average common and common equivalent

shares outstanding

See accompanying notes

TALK AMERICA HOLDINGS,

CONSOLIDATED BALANCE
SHARE AND

(IN THOUSANDS, EXCEPT FOR

consolidated

financial stateme

SUBSIDIARIES

SHARE DATA)

JUNE 30
2002
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ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, trade (net of allowance for uncollectible
accounts of $17,053 and $46,404 at June 30, 2002 and
December 31, 2001, respectively)
Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Goodwill

Intangibles, net

Other assets

LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIT)
Current liabilities:

Accounts payable

Sales, use and excise taxes

Deferred revenue

Current portion of long-term debt

4.5% Convertible subordinated notes due 2002

Other current liabilities

Total current liabilities

Long-term debt:
Senior credit facility
% Convertible notes due 2011 (includes future accrued interest of
$29,496 and $30,982 at June 30, 2002 and December 31, 2001,
respectively)
12% Senior subordinated notes due 2007
% Convertible senior subordinated notes due 2007 (includes future
accrued interest of $1,346 at June 30, 2002)
4.5% Convertible subordinated notes due 2002
% Convertible subordinated notes due 2004
Other long-term debt

Total long-term debt

Commitments and contingencies

Stockholders' equity (deficit):

Preferred stock - $.01 par value, 5,000,000 shares authorized;
no shares outstanding

Common stock - $.01 par value, 300,000,000 shares authorized;
81,688,489 and 81,452,721 shares issued and outstanding at
June 30, 2002 and December 31, 2001, respectively

Additional paid-in capital

Accumulated deficit

Total stockholders' equity (deficit)

Page 4 of 32

(UNAUDITE

10,000

63,102
70,653

4,168

670
58

817
350,835
(408,316
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See accompanying notes to consolidated financial statements.

4

TALK AMERICA HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)
(UNAUDITED)

Cash flows from operating activities:
Net income (loss)
Reconciliation of net income (loss) to net cash provided
by (used in) operating activities:
Provision for doubtful accounts
Depreciation and amortization
Cumulative effect of an accounting change for contingent
redemptions
Loss on sale and retirement of assets
Other non-cash charges
Changes in assets and liabilities:
Accounts receivable, trade
Prepaid expenses and other current assets
Other assets
Accounts payable
Deferred revenue
Sales, use and excise taxes
Other liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Capital expenditures
Capitalized software development costs
Acquisition of intangibles

Net cash used in investing activities
Cash flows from financing activities:
Payments of borrowings
Acquisition of convertible debt
Payments of capital lease obligations
Exercise of stock options
Net cash used in financing activities
Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

SIX MONTHS
JUNE

$ 17,547 $

6,808
8,872

205
128

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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See accompanying notes to consolidated financial statements.

TALK AMERICA HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1. ACCOUNTING POLICIES
(A) BASIC PRESENTATION

The consolidated financial statements include the accounts of Talk America
Holdings, 1Inc. and its wholly owned subsidiaries, primarily Talk America Inc.
(collectively, the "Company"), and have been prepared as if the entities had
operated as a single consolidated group since their respective dates of
incorporation. All intercompany balances and transactions have been eliminated.

The consolidated financial statements and related notes thereto as of June
30, 2002 and for the three and six months ended June 30, 2002 and June 30, 2001
are presented as unaudited but 1in the opinion of management include all
adjustments necessary to present fairly the information set forth therein. The
consolidated Dbalance sheet information for December 31, 2001 was derived from
the audited financial statements included in the Company's Form 10-K, as amended
by its Form 10-K/A filed April 12, 2002. These interim financial statements
should be read in conjunction with the Company's Annual Report on Form 10-K for
the vyear ended December 31, 2001, as amended by its Form 10-K/A filed April 12,
2002. The interim results are not necessarily indicative of the results for any
future periods. Certain prior year amounts have been reclassified to conform to
the current vyear's presentation.

(B) RISKS AND UNCERTAINTIES

Future results of operations involve a number of risks and uncertainties.
Factors that could affect future operating results and cash flows and cause
actual results to vary materially from historical results include, but are not
limited to:

- The Company's business strategy with respect to bundled local and long
distance services may not succeed

- Failure to manage, or difficulties in managing, the Company's growth
and operations including attracting and retaining qualified personnel
and opening up new territories for its services with favorable gross
margins

- Dependence on the availability and functionality of incumbent local
telephone companies' networks, as they relate to the unbundled network
element platform or the resale of such services

- Increased price competition in local and long distance services

- Failure or interruption in the Company's network and information
systems

- Changes in government policy, regulation and enforcement

- Failure of the marketing of the bundle of the Company's local and long
distance services under 1its direct marketing channels and under its
agreements with 1its various marketing partners and failure to
successfully add new marketing partners

- Failure of the Company's collection management system and credit
control efforts for customers

- Inability to adapt to technological change

- Competition in the telecommunications industry

- Inability to manage customer attrition or turnover and bad debt
expense and lower customer acquisition costs

- Adverse change in the Company's relationship with third party carriers

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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- Failure or Dbankruptcy of other telecommunications companies whom the
Company relies wupon for services and revenues

- Ability to realize the benefit of any net operating loss carryforwards
on future taxable income generated by the Company

Negative developments in these areas could have a material effect on the
Company's Dbusiness, financial condition and results of operations.

(C) NEW ACCOUNTING PRONOUNCEMENTS

Effective January 1, 2002, the Company adopted Statement of Financial
Accounting Standards No. 142, "Goodwill and Other Intangible Assets," which
establishes the impairment approach rather than amortization for goodwill.

Effective January 1, 2002, the Company was no longer required to record
amortization expense on goodwill, but instead is required to evaluate these
assets for potential impairment at least annually and will test for impairment
between annual tests 1f an event occurs or circumstances change that would
indicate the carrying amount may be impaired. An impairment loss would generally
be recognized when the carrying amount of the reporting units' net assets
exceeds the estimated fair wvalue of the reporting unit.

In order to complete the transitional assessment of goodwill as required by
SFAS No. 142, the Company was required to determine by June 30, 2002, the fair
value of the reporting unit associated with the goodwill and compare it to the
reporting unit's carrying amount, including goodwill. To the extent a reporting
unit's carrying amount exceeded its fair value, an indication would have existed
that the reporting unit's goodwill assets may be impaired and the Company must
perform the second step of the transitional impairment test. In the second step,
the Company must compare the implied fair wvalue of the reporting unit's
goodwill, determined by allocating the reporting unit's fair value to all of its
assets and liabilities in a manner similar to a purchase price allocation in
accordance with SFAS No. 141, "Business Combinations," to its carrying amount,
both of which would be measured as of the date of adoption. This second step is
required to be completed as soon as possible, but no later than the end of 2002.
Any transitional impairment charge will be recognized as the cumulative effect
of a change in accounting principle in the Company's consolidated statement of
operations. The Company completed the transitional assessment of goodwill and
determined that the fair wvalue of the reporting unit exceeds its carrying
amount, thus goodwill is not considered impaired. Since the fair value of the
reporting unit exceeded the carrying amount under the transitional assessment,
the Company does not need to perform the second step of the transitional
impairment test. The Company determined that it has one reporting unit under the
guidance of SFAS ©No. 142. The fair wvalue was determined primarily using a
discounted <cash flow approach and quoted market price of the Company's stock.
The amount of goodwill reflected in the balance sheet as of June 30, 2002 was
$19.5 million. The required impairment tests of goodwill may result in future
period write-downs.

The following unaudited pro forma summary presents the adoption of SFAS No.
142 as of the beginning of the periods presented to eliminate the amortization
expense recognized 1in those periods related to goodwill that are no longer
required to be amortized. The pro forma amounts for the three and six months
ended June 30, 2001 do not include any write downs of goodwill which could have
resulted had the Company adopted SFAS No. 142 as of the beginning of the periods
presented and performed the required impairment test under this standard.

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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FOR THE THREE MONTHS FOR THE SIX MC
ENDED JUNE 30, ENDED JUNE 3
2002 2001 2002 200
Net income (loss) as reported $9,417 $(62,687) $17,547 S (72
Goodwill amortization -= 5,047 -= 10
Adjusted net income (loss) $9,417 $(57,640) $17,547 S (62
Basic income (loss) per share:
Net income (loss) as reported
per share $0.12 $(0.80) $0.22 S (
Goodwill amortization per share - 0.06 --
Adjusted net income (loss) per share $0.12 $(0.74) $0.22 S (
Diluted income (loss) per share:
Net income (loss) as reported per
share $0.11 $(0.80) $0.21 S (
Goodwill amortization per share - 0.06 --
Adjusted net income (loss) per share $0.11 $(0.74) $0.21 S (

Intangible assets consisted primarily of purchased customer accounts with
a definite 1life and are being amortized on a straight-line basis over 5 years.
The Company incurred amortization expense on intangible assets with a definite
life of $0.7 million and $1.4 million for the three and six months ended June
30, 2002, and $1.5 million and $2.2 million for the three and six months ended
June 30, 2001. The Company's balance of intangible assets with a definite life
was $8.8 million at June 30, 2002, net of accumulated amortization of $4.8
million. Amortization expense on intangible assets with a definite life for the

7

next 5 vyears as of June 30, is as follows: 2003 - $2.8 million, 2004 - $2.8
million, 2005 - $2.8 million, 2006 - $0.3 million and 2007 - $0.1 million.

In August 2001, the Financial Accounting Standards Board issued Statement
of Financial Accounting Standards ©No. 143, "Accounting for Obligations
Associated with the Retirement of Long-Lived Assets." SFAS 143 establishes
accounting standards for the recognition and measurement of an asset retirement
obligation and its associated asset retirement cost. It also provides accounting
guidance for legal obligations associated with the retirement of tangible
long-lived assets. SFAS 143 is effective in fiscal years beginning after June
15, 2002, with early adoption permitted. The Company expects that the provisions
of SFAS 143 will not have a material effect on its consolidated results of
operations or financial position upon adoption.

Effective January 1, 2002, the Company adopted Statement of Financial
Accounting Standards No. 144, "Accounting for the Impairment or Disposal of
Long-Lived Assets." SFAS 144 establishes a single accounting model for the
impairment or disposal of long-lived assets, including discontinued operations.
SFAS 144 superseded Statement of Financial Accounting Standards No. 121,
"Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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Be Disposed 0Of," and APB Opinion No. 30, "Reporting the Results of Operations -
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary,
Unusual and Infrequently Occurring Events and Transactions." Adoption of SFAS
144 has had no impact on the Company's consolidated results of operations or
financial position.

Effective January 1, 2002, the Company also adopted Emerging Issues Task
Force (EITF) 01-09, "Accounting for Consideration Given by a Vendor to a
Customer or a Reseller of the Vendor's Products." This issue presumes that
consideration from a vendor to a customer or reseller of the vendor's products
is a reduction of the selling prices of the vendor's products and, therefore,
should Dbe characterized as a reduction of revenue when recognized in the
vendor's statement of operations and could lead to negative revenue under
certain circumstances. Revenue reduction is required unless the consideration
relates to a separate, identifiable benefit and the benefit's fair value can be
established. The adoption of this issue resulted 1in a reclassification of
approximately $1.3 million and $7.3 million from sales and marketing expenses to
a reduction of net sales for the three and six months ended June 30, 2001
attributed to direct marketing promotion check campaigns. The adoption of EITF
01-09 did not have a material effect on the Company's consolidated financial
statements for the three and six months ended June 30, 2002, as the Company did
not have any direct marketing promotion check campaigns during these periods.

In July 2002, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards No. 146, "Accounting for Costs Associated with
Exit or Disposal Activities."™ SFAS 146 requires that a liability for a cost
that 1s associated with an exit or disposal activity be recognized when the
liability is incurred. SFAS 146 also establishes that fair wvalue is the
objective for the initial measurement of the liability. SFAS 146 is effective
for exit or disposal activities that are initiated after December 31, 2002. The
Company expects that the provisions of SFAS 146 will not have a material effect
on 1ts consolidated results of operations or financial position upon adoption.

NOTE 2. CONVERTIBLE SUBORDINATED NOTES AND EXCHANGE OFFERS

Effective April 4, 2002, the Company completed the exchange of $57.9
million of the $61.8 million outstanding principal Dbalance of its 4 1/2%
Convertible Subordinated Notes ("4 1/2% Notes") that mature on September 15,
2002 into $53.2 million of new 12% Senior Subordinated PIK Notes due August 2007
("12% Notes") and $2.8 million of new 8% Convertible Senior Subordinated Notes
due August 2007 ("8% Notes") and cash paid of $0.5 million. In addition, the
Company exchanged $17.4 million of the $18.1 million outstanding principal
balance of its 5% Convertible Subordinated Notes ("5% Notes") that mature on
December 15, 2004 into $17.4 million of the new 12% Notes.

The new 12% Notes accrue 1interest at a rate of 12% per year on the
principal amount, payable two times a year on each February 15 and August 15,
beginning on August 15, 2002. 1Interest 1s payable in cash, except that the
Company may, at 1its option, pay up to one-third of the interest due on any
interest payment date through and including the August 15, 2004 interest payment
date in additional 12% Notes (see Note 5 regarding the Company's agreement under
its Credit Facility Agreement to pay interest in kind to the maximum extent
possible). The new 8% Notes accrue interest at a rate of 8% per year on the
principal amount, payable two times a year on each February 15 and August 15,

8

beginning on August 15, 2002 and are convertible, at the option of the holder,
into common stock at $5.00 per share. The 12% and 8% Notes are redeemable at any
time at the option of the Company at par value plus accrued interest to the
redemption date, although the Company's Credit Facility Agreement and AOL
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Restructuring Agreement restrict the Company's ability to redeem the 12% and 8%
Notes (see Notes 3 and 5). In addition, the Company is not required to make
mandatory redemption payments to repurchase the new notes in the case of a
change of control of the Company.

As part of the restructuring, the Company amended the indentures governing
the 4 1/2% and 5% ©Notes that were not exchanged to remove the Company's
obligation to repurchase the notes on the termination of trading of the
Company's common stock on a national securities exchange or established
automated over-the-counter trading market and to remove the obligation to
repurchase the notes on the occurrence of certain designated events, such as a
change of control of the Company.

In accordance with SFAS No. 15, "Accounting by Debtors and Creditors for
Troubled Debt Restructurings," the exchange of the 4 1/2% Notes into $53.2
million of the 12% Notes and $2.8 million of the 8% Notes is accounted for as a
troubled debt restructuring. Since the total liability of $57.4 million ($57.9
million of principal as of the exchange date, less cash payments of $0.5
million) is less than the future cash flows to holders of 8% Notes and 12% Notes
of $91.5 million (representing the $56.0 million of principal and $35.5 million
of future 1interest expense), the liability remained on the balance sheet at
$57.4 million as long-term debt. The difference of $1.4 million between
principal and the carrying amount will be recognized as a reduction of interest
expense over the 1life of the new notes.

NOTE 3. AOL AGREEMENTS

On September 19, 2001, the Company restructured its financial obligations

with America Online, Inc. ("AOL™) that arose under the Investment Agreement
entered 1into on January 5, 1999 and also ended its marketing relationship with
AOL effective September 30, 2001 (collectively the "AOL Restructuring"). In

connection with the AOL Restructuring, the Company and AOL entered into a
Restructuring and Note Agreement ("Restructuring Agreement") pursuant to which
the Company issued to AOL $54.0 million principal amount of its 8% secured
convertible notes due September 2011 ("2011 Convertible Notes") and 3,078,628
additional shares of the Company's common stock.

Pursuant to the Restructuring Agreement, 1in exchange for and 1in
cancellation of the Company's warrants to purchase 2,721,984 shares of the
common stock and the Company's related obligations under the Investment
Agreement to repurchase such warrants from AOL, the Company issued the 3,078,628
additional shares of its common stock to AOL, after which AOL holds a total of
7,200,000 shares of common stock. The Company agreed to provide certain
registration rights to AOL in connection with the shares of common stock issued
to 1t Dby the Company.

The Restructuring Agreement provided that the Investment Agreement, the
Security Agreement securing the Company's obligations under the Investment
Agreement and the existing Registration Rights Agreement with AOL were
terminated 1in their entirety and the parties were released from any further
obligation wunder these agreements. In addition, AOL, as the holder of the 2011
Convertible Note, entered into an intercreditor agreement with the lender under
the Company's existing secured credit facility (see Note 5).

The 2011 Convertible Notes were issued in exchange for a release of the
Company's reimbursement obligations under the Investment Agreement. AQOL, in lieu
of any other payment for the early discontinuance of the marketing relationship,
paid the Company $20.0 million by surrender and cancellation of $20.0 million
principal amount of the 2011 Convertible Notes delivered to AOL, thereby
reducing the outstanding principal amount of the 2011 Convertible Notes to $34.0
million. The 2011 Convertible Notes are convertible into shares of the Company's
common stock at the rate of $5.00 per share, may be redeemed by the Company at
any time without premium and are subject to mandatory redemption at the option

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002
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of the holder on September 15, 2006 and September 15, 2008. The 2011 Convertible
Notes accrue interest at the rate of 8% per year on the principal amount,
payable two times a year on January 1 and July 1; interest is payable in cash,
except that the Company may elect to pay up to 50% (100% in the case of the
first interest payment) of the interest due on any payment date in kind rather

9
than 1in cash (see Note 5 regarding the Company's agreement under its Credit
Facility Agreement to pay interest in kind to the maximum extent possible). The

2011 Convertible Notes are guaranteed by the Company's principal operating
subsidiaries and are secured by a pledge of the Company's and the subsidiaries'
assets.

In addition to the restructuring of the financial obligations discussed
above, the Company and AOL agreed, in a further amendment to their marketing
agreement, dated as of September 19, 2001, to discontinue, effective as of
September 30, 2001, their marketing relationship under the marketing agreement.
In connection with this discontinuance, the Company paid AOL $6.0 million under
the marketing agreement, payable in two installments - $2.5 million on September
20, 2001 and the remaining $3.5 million on October 4, 2001. AOL, in lieu of any
other payment for the early discontinuance of the marketing relationship, paid
the Company $20 million by surrender and cancellation of $20 million principal
amount of the 2011 Convertible Notes delivered to AOL as discussed above,
thereby reducing the outstanding principal amount of the 2011 Convertible Notes
to $34 million. The amendment also provided for the payment by the Company of
certain expenses related to marketing services until the discontinuance and for
the continued servicing and transition of telecommunications customer
relationships after the discontinuance of marketing.

In accordance with SFAS No. 15, "Accounting by Debtors and Creditors for

Troubled Debt Restructurings," the AOL Restructuring transaction was accounted
for as a troubled debt restructuring. The Company combined all liabilities due
AOL at the time of the Restructuring Agreement, including the contingent

redemption feature of the warrants with a wvalue of $34.2 million and the
contingent redemption feature of the common stock with a value of $54.0 million.
The total liability of $88.2 million was reduced by the fair value of the
3,078,628 incremental shares provided to AOL of $1.4 million and cash paid in
connection with the AOL Restructuring of $3.5 million. Since the remaining value
of $83.3 million was greater than the future cash flows to AOL of $66.4 million
(representing the $34.0 million of convertible debt and $32.4 million of future
interest expense), the 1liability was written down to the value of the future
cash flows due to AOL and an extraordinary gain of $16.9 million was recorded in
the third quarter of 2001. As a result of this accounting treatment, the Company
will record no interest expense associated with these convertible notes in
future periods in the Company's statement of operations.

On February 21, 2002, by letter agreement, AOL agreed to waive certain
rights that it had wunder the Restructuring Agreement with respect to the
Company's restructuring of its existing 4 1/2% and 5% Notes. As conditions to
the waiver of such rights with respect to the restructuring of its 4 1/2% and 5%
Notes, the Company agreed to (i) provide that the new notes to be exchanged for
the existing 4 1/2% and 5% Notes have a maturity date after September 19, 2006
and, if convertible, have a conversion price of not less than $5.00, (ii) make a
prepayment on the 2011 Convertible Notes equal to forty percent of the amount of
cash (excluding accrued interest paid on existing notes which are exchanged)
that the Company pays to the holders of the existing notes in the exchange
offers, and (iii) limit the aggregate amount of cash that the Company pays under
the exchange offers and to AOL under the letter agreement to $10.0 million.
Under the letter agreement, the Company also paid AOL approximately $1.2 million
as a prepayment on the 2011 Convertible Note, approximately $0.7 million of
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which was credited against amounts the Company owed AOL under the letter
agreement for cash payments in the exchange offers. After giving effect to the
prepayment, and taking into account the interest that had been paid on the 2011
Convertible Notes in additional principal amount of the 2011 Convertible Notes,
there was outstanding as of June 30, 2002, an aggregate of $33.6 million
principal amount of the 2011 Convertible Notes and the Company did not owe AOL
any additional payments related to the exchange offers. In addition, by letter
agreement dated April 22, 2002, AOL agreed to wailve certain rights that it had
under the Restructuring Agreement with respect to the purchase prior to maturity
of the balance of the $3.9 million of the outstanding 4 1/2% Notes.

On January 5, 1999, the Company and AOL entered into an Investment
Agreement. Under the terms of the Investment Agreement, the Company agreed to
reimburse AOL for losses AOL may incur on the sale of certain shares of the
Company's common stock. In addition, AOL also had the right to require the
Company to repurchase warrants held by AOL. Upon the occurrence of certain
events, including material defaults by the Company under its AOL agreements and
a "change of control" of the Company, the Company could have been required to
repurchase for cash all of the shares held by AOL for $78.3 million ($19 per
share), and the warrants for $36.3 million.

10

The Company had originally recorded the contingent redemption value of the
common stock and warrants at $78.3 and $36.3 million, respectively, with a
corresponding reduction in additional paid-in capital. In connection with the
implementation of EITF 00-19, the contingent redemption feature of the common
stock and warrants were recorded as a liability at their fair values of $53.5
and $32.3 million, respectively, as of June 30, 2001. The increase in the fair
value of these contingent redemption instruments from issuance on January 5,
1999 to June 30, 2001 was $36.8 million, which was presented as a cumulative
effect of a change in accounting principle in the statement of operations. For
the quarter ended September 30, 2001, the Company recorded an unrealized loss of
$2.4 million on the increase 1in the fair value of the contingent redemption
instruments, which has been reflected in other (income) expense on the statement
of operations. As discussed above, these contingent redemption instruments were
satisfied through the Restructuring Agreement entered into with AOL on September
19, 2001.

NOTE 4. LEGAL PROCEEDINGS:

On November 12, 2001, the Company received an award of arbitrators awarding
Traffix, Inc. approximately $6.2 million in an arbitration concerning the
termination of a marketing agreement between the Company and Traffix, which the
parties agreed would be paid in two installments - $3.7 million paid in November
2001 and the remaining $2.5 million paid on April 1, 2002. The Company's
obligations to Traffix have Dbeen satisfied.

The Company also 1s a party to a number of legal actions and proceedings
arising from the Company's provision and marketing of telecommunications
services, as well as certain legal actions and regulatory investigations and
enforcement proceedings arising in the ordinary course of business. The Company
believes that the ultimate outcome of the foregoing actions will not result in
liability that would have a material adverse effect on the Company's financial
condition or results of operations. However, it is possible that, because of
fluctuations 1in the Company's cash position, the timing of developments with
respect to such matters that require cash payments by the Company, while such
payments are not expected to be material to the Company's financial condition,
could impair the Company's ability in future interim or annual periods to
continue to implement 1its Dbusiness plan, which could affect its results of
operations 1in future interim or annual periods.
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NOTE 5. SENIOR CREDIT FACILITY

The Company's principal operating subsidiaries have a Credit Facility
Agreement with MCG Finance Corporation ("MCG"), providing for a term loan of up
to $20.0 million maturing on June 30, 2005 and a line of credit facility
permitting such subsidiaries to borrow up to an additional $30.0 million
available through June 30, 2003. The availability of the line of credit facility
is subject, among other things, to the successful syndication of that facility.
The Company does not anticipate having any availability under this line of
credit facility. Loans under the Credit Facility Agreement bear interest at a
rate equal to either (a) the Prime Rate, or (b) LIBOR, plus, in each case, the
applicable margin. The applicable margin is 7.0% for borrowings accruing
interest at LIBOR and 6.0% for borrowings accruing interest at the Prime Rate.

The Credit Facility Agreement subjects the Company and its subsidiaries to
certain restrictions and covenants related to, among other things, liquidity,
per-subscriber-type revenue, subscriber acquisition costs and interest coverage
ratio requirements. The principal of the term loan 1is ©paid in quarterly
installments of $1.25 million on the last calendar day of each fiscal quarter
commencing on September 30, 2001, and is fully repaid by June 30, 2005. The
loans wunder the Credit Facility Agreement are secured by a pledge of all of the

11

assets of the subsidiaries of the Company that are parties to that agreement. In
addition, the Company has guaranteed the obligations of those subsidiaries under
the Credit Facility Agreement and related documents. The Company's guarantee
subjects the Company to certain restrictions and covenants, including a
prohibition against the payment of dividends in respect of the Company's equity
securities, except under certain limited circumstances. In connection with the
AOL Restructuring, MCG entered into an Intercreditor Agreement with AOL (see
Note 3). At June 30, 2002, $15.0 million principal balance remained outstanding
under the term loan facility and no amounts were outstanding or available under
the 1line of credit facility.

The Credit Facility Agreement contains mandatory prepayment provisions if
the Company uses a total of $10.0 million or more of cash to repurchase or
otherwise prepay its other debt obligations, including the 4 1/2% and 5% Notes,
the 2011 Convertible Notes and the new 8% and 12% Notes, and effectively
requires the Company to elect to pay in kind, rather than cash, interest on its
2011 Convertible Notes and 1its new 12% Notes to the fullest extent it is
permitted to do so under such notes. In connection with amendments to the Credit
Facility Agreement in February 2002, the Company issued 200,000 shares of common
stock to MCG with a value of $84,000 upon issuance and agreed to register such
shares in the future.

NOTE 6. IMPAIRMENT AND RESTRUCTURING CHARGES

In the third quarter of 2001, the Company recorded an impairment charge of
$168.7 million primarily related to the write-down of goodwill associated with
the acquisition of Access One Communications Corp., ("Access One"), a private,
local telecommunications service provider to nine states in the southeastern
United States. The goodwill was created by purchase accounting treatment of the
Access One merger transaction that closed in August 2000. SFAS 121 "Accounting
for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed
of," required the evaluation of impairment of long-lived assets and identifiable
intangibles whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Management determined that
goodwill should be evaluated for impairment in accordance with the provisions of
SFAS 121 due to the increased bad debt rate and increased customer turnover, as

.../filing.php?repo=tenk&ipage=1825664&doc=1&total=64 & TK=TALK&CK=948545&FG= 10/3/2002



10KWizard - SEC filings

well as

Page 14 of 32

the AOL Restructuring that occurred in the quarter ended September 30,

2001. The Company addressed these operational issues by improving credit quality

through credit
growth of new

scoring the
expected

existing and
customers

future customer base,
through decreased marketing,

slowing down
and lowering

product pricing. These and other actions taken by the Company resulted in lower

current and future

those

projected growth

of bundled revenues and cash flows than

originally projected at the time of the Access One merger. The write-down

of goodwill was based on an analysis of projected discounted cash flows using a

which results
substantially less than the

discount rate of 18%,
goodwill was

In September
operation

2001, the

value.

determined that the fair value of the
carrying

Company approved a plan to close its call center
in Sunrise, Florida. The Company recorded a charge of $2.5 million in

the quarter ended September 30, 2001 to reflect the elimination of approximately

225 positions
million

restructuring costs were $1.9
severance costs and $0.7 million
closure costs.
of operations for the
original restructuring
$1.9 million.
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NOTE 7. PER

SHARE DATA:

amounting to $1.0 million and lease exit costs amounting to $1.5
in connection with the call center closure.
the plan were notified in September 2001 and terminated in October 2001.
million, comprised of $1.2 million of employee
of lease termination and other call center
Accordingly, a $0.6 million credit was recorded in the statement

fourth quarter of 2001 for the difference between the
charge of $2.5 million and the actual costs incurred of

The employees identified in
Actual

Basic earnings per common share is calculated by dividing net income by the

average number of
per common share 1is
conversion of
bonds.

calculated by

Earnings per share are

Income (loss) before cumulative effect
of an accounting change
Cumulative effect of an accounting change

Net income (loss)

Average shares of common stock outstanding
used to compute basic earnings per share
Additional common shares to be issued assuming
exercise of stock options and warrants,
net of shares assumed reacquired and
conversion of convertible bonds *

Average shares of common and common
equivalent stock outstanding used to
compute diluted earnings per share

common shares outstanding during the year.
adjusting
all potentially dilutive stock options,
computed as

Diluted earnings

outstanding shares, assuming
warrants and convertible
follows (in thousands) :
FOR THE THREE MONTHS FOR TH
ENDED JUNE 30, ENDE
2002 2001 2002
$9,417 $(25,850) $17,547
-- (36,837) -
$9,417 $(62,687) $17,547
81,667 78,374 81,611
5,150 - 2,249
86,817 78,374 83,860
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Income (loss) per share - Basic:
Income (loss) before cumulative effect

of an accounting change per share $0.12 $(0.33) $0.22

Cumulative effect of an accounting

change per share -— (0.47)
Net income (loss) per share 50.12 $(0.80) $0.22
Weighted average common shares outstanding 81,667 78,374 81,611

Income (loss) per share - Diluted:

Income (loss) before cumulative effect

of an accounting change per share $0.11 $(0.33) $0.21
Cumulative effect of an accounting change

per share -— (0.47)
Net income (loss) per share $0.11 $(0.80) $0.21

Weighted average common and common

equivalent shares outstanding 86,817 78,374 83,860

* The diluted share basis for the three and six months ended June 30, 2001
excludes convertible notes, options and warrants due to their antidilutive
effect as a result of the Company's net loss from continuing operations. The
diluted share basis for the three and six months ended June 30, 2002 excludes
convertible notes that are convertible into 7.5 million shares of common stock
due to their antidilutive effect.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS:

SAFE HARBOR FOR FORWARD-LOOKING STATEMENTS

The following discussion should Dbe read in conjunction with the
Consolidated Financial Statements included elsewhere in this Form 10-Q and in
the Company's Annual Report on Form 10-K, as amended by its Form 10-K/A filed
April 12, 2002 and any subsequent filings. Certain of the statements contained
herein may be considered forward-looking statements. Such statements are
identified by the wuse of forward-looking words or phrases, including, but not
limited to, "estimates," "expects," '"expected," "anticipates," and
"anticipated." These forward-looking statements are Dbased on the Company's
current expectations. Although the Company believes that the expectations
reflected 1in such forward-looking statements are reasonable, there can be no
assurance that such expectations will prove to have been correct.

Forward-looking statements involve risks and wuncertainties and the
Company's actual results could differ materially from the Company's
expectations. In addition to those factors discussed elsewhere in this Form 10-Q
(see particularly Note 1(b) of the Consolidated Financial Statements) and the
Company's other filings with the Securities and Exchange Commission, important
factors that could cause such actual results to differ materially include, among
others, increased price competition for long distance and local services,
failure of the marketing of the bundle of local and long distance services and
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long distance services under its agreements with its direct marketing channels
and 1its various marketing partners, failure to manage the nonpayment of amounts
due the Company from its customers from bundled and long distance services,
attrition in the number of end-users, failure or difficulties in managing the
Company's operations, including attracting and retaining qualified personnel,
failure of the Company to be able to expand its active offering of local bundled
services 1in a greater number of states, failure to provide timely and accurate
billing information to customers, failure of the Company to manage its
collection management systems and credit controls for customers, interruption in
the Company's network and information systems, failure of the Company to provide
adequate customer service, and changes in government policy, regulation and
enforcement and/or adverse judicial interpretations and rulings relating to such
regulations and enforcement. Except as otherwise required by law, the Company
undertakes no obligation to update its forward-looking statements.

OVERVIEW

Talk America Holdings, 1Inc., through its subsidiaries (the "Company"),
provides local and long distance telecommunication services to residential and
small business customers throughout the United States. The Company has developed
integrated order processing, provisioning, billing, payment, collection,
customer service and information systems that enable the Company to offer and
deliver high-quality, competitively priced telecommunication services to
customers.

The Company's telecommunication services offerings primarily include the
bundled service offering of local and long distance voice services, which are
billed to customers in one combined invoice. Local phone services include local
dial tone and 1local calling with a wvariety of features such as caller
identification, call waiting and three-way calling. Long distance phone services
include traditional 1+ 1long distance, international and calling cards. The
Company uses the unbundled network element platform ("UNE-P") of the incumbent
local exchange carriers ("ILECs") network to provide local services and the
Company's nationwide network and third party international switching to provide
long distance services. The Company attracts new customers through direct
marketing channels, advertising, agent and referral programs and marketing
arrangements with Dbusiness partners.

14

RESULTS OF OPERATIONS

The following table sets forth for the periods indicated certain financial
data of the Company as a percentage of sales:

FOR THE THREE MONTHS FOR THE SIX

ENDED JUNE 30, ENDED JUNE
2002 2001 2002

Sales 100.0% 100.0% 100.0% 1

Costs and expenses:

Network and line costs 48.5 48.0 49.6
General and administrative expenses 17.6 17.5 17.9
Provision for doubtful accounts 3.6 27.1 4.3
Sales and marketing expenses 8.9 18.9 8.2
Depreciation and amortization 5.7 7.3 5.6
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Total costs and expenses 84.3 118.8 85.6
Operating income (loss) 15.7 (18.8) 14.4
Other income (expense):

Interest income 0.1 0.2 0.1
Interest expense (3.7) (1.1) (2.8)
Other, net -—— 0.2 (0.5)
Income (loss) before income taxes 12.1 (19.5) 11.2

Provision for income taxes - - -

Income (loss) before cumulative effect

of an accounting change 12.1 (19.5) 11.2
Cumulative effect of an accounting

change -—— (27.8) -—
Net income (loss) 12.1% (47.3)% 11.2%

QUARTER ENDED JUNE 30, 2002 COMPARED TO QUARTER ENDED JUNE 30, 2001

Sales. Sales decreased by 41.4% to $77.7 million for the quarter ended June
30, 2002 from $132.4 million for the quarter ended June 30, 2001.

The Company's long distance sales decreased to $38.3 million for the
quarter ended June 30, 2002 from $80.4 million for the quarter ended June 30,
2001 and have decreased 12.8% sequentially from $43.9 million for the quarter
ended March 31, 2002. A significant percentage of the Company's revenues were
derived from long distance telecommunication services provided to customers who
were obtained under the AOL marketing agreement. The Company's decision to focus
on the bundled product and the discontinuation of the AOL marketing relationship
effective September 30, 2001, together with customer turnover, contributed to
the decline 1in long distance customers and revenues. This decline in long
distance customers and revenues is expected to continue so long as the Company
continues to focus its marketing efforts on the bundled product. Long distance
revenues for the quarter ended June 30, 2002 and June 30, 2001 included non-cash
amortization of deferred revenue of $1.9 million related to a telecommunications
service agreement with Shared Technologies Fairchild Inc. entered into in 1997.
Deferred revenue relating to this agreement has been amortized over a five-year
period. The agreement and related amortization will terminate in October 2002.
Long distance revenues are expected to decline to between $31 and $33 million in
the third quarter of 2002 and for the full year 2002 are expected to be between
$135 and $145 million.

The Company's bundled sales for the quarter ended June 30, 2002 were $39.4
million compared with $52.1 million for the quarter ended June 30, 2001, but
have increased 10.9% sequentially from $35.5 million for the first quarter of
2002. The Company has approximately 244,000 bundled lines as of June 30, 2002,
of which approximately 100,000 of the 1lines are Michigan customers. The
decrease in bundled sales 1in the second quarter of 2002 compared to 2001
reflects the Company's decision to slow growth in bundled sales while the
Company pursued 1its plans to improve the efficiencies of the Company's bundled
business model and improve customer collections. In addition, a significant
portion of the bundled sales for the quarter ended June 30, 2001 were generated
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from bundled service customers acquired through marketing programs that had been
discontinued in 2001. The increase in bundled revenues sequentially from first
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quarter of 2002 to the second quarter of 2002 is attributed to increased sales

and marketing expenditures, as well as reductions in customer turnover. In the
second quarter of 2002, agent sales slowed due to implementation issues
associated with the Company's new product offerings. Bundled revenues are

expected to increase to Dbetween $42 and $44 million in the third quarter of
2002. Bundled revenues for the full year 2002 are expected to be between $165
and $175 million. Longer-term growth 1n revenues will depend on continued
operating efficiencies, lower customer turnover and the Company's ability to
develop and scale various marketing programs.

Network and Line Costs. Network and line costs decreased by 40.7% to $37.7
million for the quarter ended June 30, 2002 from $63.5 million for the quarter
ended June 30, 2001. The decrease in network and line costs was primarily due to
a lower number of local and long distance customers, a reduction in access and
usage charges and a reduction in primary interexchange carrier charges. Network
and line costs for the second quarter of 2002 benefited from a credit of $0.8
million that the ©New York Public Service Commission mandated that Verizon New
York provide the Company in connection with a refund of certain UNE-P switching
costs totaling an aggregate $1.6 million. The Dbalance of the credit, an
additional $0.8 million, will ©be provided to the Company in the form of bill
credits from Verizon over the six-month period ended December 31, 2002. Network
and line costs also Dbenefited from favorable resolution of disputes with
vendors. The Company's policy is not to record credits from such disputes until
received. As a percentage of sales, network and line costs increased to 48.5%
for the quarter ended June 30, 2002, as compared to 48.0% for the same quarter
last vyear.

Gross profit, defined as sales less network and line costs, decreased by
41.9% for the quarter ended June 30, 2002 to $40.0 million from $68.9 million
for the same quarter last year, and, gross margin, defined as gross profit as a
percentage of sales, decreased to 51.5% as compared to 52.0% for the qgquarter
ended June 30, 2001. Gross margin for the long distance product was 56.6% for
the second quarter of 2002 as compared to 54.5% for the same quarter last year
and gross margin for the bundled product was 46.6% for the second quarter of
2002 as compared to 48.3% for the same quarter last year. The decrease in gross
margin was due to the Company's decision to lower its pricing for both local and
long distance service, to become more competitive with the ILECs and to provide
greater value to its customers. In addition, the growth of local bundled service
as a percentage of total revenue and product mix has also contributed to the
decrease in gross margin. Excluding the benefit of the Verizon New York credit
and other dispute resolutions, the gross margin for the bundled product would
have been in the low 40% range. Upon termination of the Shared Technologies
Fairchild 1Inc. agreement in October 2002, gross margin for the long distance
product will decrease approximately 2%. The FCC 1is currently considering
modifications to the Universal Service Fund ("USFEF") program that may go into
effect as early as the end of 2002. Any changes to the methodology used in the
calculation of the collection and payment of USF charges may have an adverse
impact on the Company's gross margin. The increase in the long distance product
gross margin was primarily attributable to a reduction in access charges. The
Company does not anticipate a material change in access charges in the future.

General and Administrative Expenses. General and administrative expenses
decreased by 41.3% to $13.6 million for the quarter ended June 30, 2002 from
$23.3 million for the quarter ended June 30, 2001. The overall decrease in
general and administrative expenses was due primarily to significant workforce
reductions and other cost cutting efforts by the Company as 1t pursued
improvements 1in operating efficiencies of the Company's bundled business model.
The Company had increased personnel costs associated with supporting the
Company's bundled services offerings, including customer service, provisioning
and collections personnel during the quarter ended June 30, 2001. While the
Company expects to realize further general and administrative expense
efficiencies as the customer base grows, realization of such efficiencies will
be dependant on the ability of management to control personnel costs in areas
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such as collections and customer service.

Provision for Doubtful Accounts. Provision for doubtful accounts decreased
by 92.2% to $2.8 million for the quarter ended June 30, 2002 from $35.9 million
for the same quarter last year, and, as a percentage of sales, decreased to 3.6%
as compared to 27.1% for the quarter ended June 30, 2001. The Company had taken
several steps during the third and fourth quarters of 2001 to reduce bad debt
expense, improve the overall credit quality of its customer base and improve its
collections of past due amounts. The benefits of the Company's actions to reduce
bad debt expense and improve the overall credit quality of its customer base are
reflected in the lower bad debt expense for the quarter ended June 30, 2002.
Further, the provision for doubtful accounts for the second quarter of 2002
reflects a benefit from a reversal of the reserve for doubtful accounts of $0.5
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million. In general, the Company believes that the Dbad debt expense as a
percentage of sales of the Company's long distance customers is lower than that
of 1its Dbundled customers because of the relative maturity of the long distance
customer Dbase.

Sales and Marketing Expenses. During the quarter ended June 30, 2002, the
Company incurred $6.9 million of sales and marketing expenses as compared to
$25.0 million for the same quarter last vyear, a 72.4% decrease, and, as a

percentage of sales, a decrease to 8.9% as compared to 18.9% for the quarter
ended June 30, 2001. The decrease from the second quarter of 2002 compared to

2001 1is primarily attributable to the reduction in marketing fees paid to AOL
due to the termination of the marketing relationship with AOL effective
September 30, 2001. Sales and marketing expenses declined further as the Company
slowed growth as it pursued its plan to improve efficiencies of the Company's
bundled business model. Currently, substantially all of the sales and
marketing expense is in connection with the growth of the bundled product. The
Company increased sales and marketing spending from the first quarter of 2002 of
$5.9 million to the second quarter of 2002 by 17.3% in order to increase the
number of new bundled customers. Sales and marketing expenses are expected to
increase in the third and fourth quarters of 2002 as the Company continues to
target growth in the Dbundled product and invest in the development of its
marketing programs.

Depreciation and Amortization. Depreciation and amortization for the
quarter ended June 30, 2002 was $4.4 million, a decrease of $5.3 million
compared to $9.7 million for the quarter ended June 30, 2001, and, as a
percentage of sales, decreased to 5.7% as compared to 7.3% for the quarter ended
June 30, 2001. The Company's amortization expense decreased significantly for
the quarter ended June 30, 2002 due to the write-off of goodwill associated with
the acquisition of Access One in the third quarter of 2001. Additionally, the

Company implemented Statement of Financial Accounting Standards No. 142,
"Goodwill and Other Intangible Assets," which established the impairment
approach rather than amortization for goodwill, resulting in reduced

amortization in 2002 (See Note 1 of the Notes to Consolidated Financial
Statements). Amortization expense will increase in the future as the Company

completes capitalized software development projects.

Interest Income. Interest income was $94,000 for the quarter ended June 30,
2002 wversus $308,000 for the quarter ended June 30, 2001. Interest income for
the quarter ended June 30, 2002 was lower due to the Company's lower average
cash balances and a decrease in interest rates during the second quarter of 2002
as compared to the second quarter of 2001.

Interest Expense. Interest expense was $2.9 million for the quarter ended
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June 30, 2002 as compared to $1.5 million for the quarter ended June 30, 2001.
The increase 1n interest expense 1is attributed to higher yielding debt
instruments associated with the exchange of the Company's 4 1/2% and 5% Notes
for 8% and 12% Notes and the restructuring of the MCG credit facility (see Notes
2, 3 and 5 of the Notes to Consolidated Financial Statements and "Liquidity and
Capital Resources"). In addition, interest expense for the quarter ended June
30, 2002 includes the write-off of deferred financing costs of $364,000 in
connection with the bond restructuring. As described in Note 2 of the Notes to
Consolidated Financial Statements, the 8% convertible notes due 2011 were
accounted for as a troubled debt restructuring and, as such, interest expense
related to the notes is excluded from net income. For the quarter ended June
30, 2002, $672,000 of interest expense related to the notes was excluded from
net income.

Provision for Income Taxes. At June 30, 2002 and 2001, a full valuation
allowance has been provided against the Company's net operating losses
carryforwards and other deferred tax assets. Since the amounts and extent of the
Company's future earnings are not determinable with a sufficient degree of
probability to recognize the deferred tax assets 1in accordance with the
requirements of Statement of Financial Accounting Standards No. 109, "Accounting
for Income Taxes," the Company has recorded a full valuation allowance on the
net deferred tax assets. For the quarter ended June 30, 2002, although the
Company has net income, no provision for income taxes has been reflected on the
statement of operations due to the full valuation allowance. The Company has not
recorded any 1income tax expense or benefit for the quarter ended June 30, 2001
because the Company incurred losses during this period as well as maintained a
full wvaluation allowance at June 30, 2001. There can be no assurances that the
Company will realize the benefit of any net operating loss carryforwards on
future taxable income generated by the Company due to the "change of ownership"
provisions of the Internal Revenue Code Section 382 (see "Liquidity and Capital
Resources, Other Matters").

Cumulative Effect of an Accounting Change. The Company adopted Emerging
Issues Task Force Abstract No. 00-19, "Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company's Own Stock," in
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the quarter ended June 30, 2001. The cumulative effect of the adoption of this
change 1in accounting principle resulted in a non-cash charge to operations of
$36.8 million in the quarter ended June 30, 2001, representing the change in
fair wvalue of contingent redemption features of warrants and common stock held
by AOL from issuance on January 5, 1999 through June 30, 2001.

SIX MONTHS ENDED JUNE 30, 2002 COMPARED TO SIX MONTHS ENDED JUNE 30, 2001

Sales. Sales decreased by 40.5% to $157.1 million for the six months ended
June 30, 2002 from $264.2 million for the six months ended June 30, 2001.

The Company's long distance sales decreased to $82.3 million for the six
months ended June 30, 2002 from $166.9 million for the six months ended June 30,

2001. A significant percentage of the Company's revenues were derived from long
distance telecommunication services provided to customers who were obtained
under the AOL marketing agreement. The Company's decision to focus on the

bundled product and the discontinuation of the AOL marketing relationship
effective September 30, 2001, together with customer turnover, contributed to
the decline in long distance customers and revenues. This decline in long
distance customers and revenues 1is expected to continue so long as the Company
continues to focus its marketing efforts on the bundled product. Long distance
revenues for the six months ended June 30, 2002 and June 30, 2001 included
non-cash amortization of deferred revenue of $3.7 million related to a
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telecommunications service agreement with Shared Technologies Fairchild, Inc.
entered into 1in 1997. Deferred revenue relating to this agreement has been
amortized over a five-year period. The agreement and related amortization will
terminate 1in October 2002.

The Company's bundled sales for the six months ended June 30, 2002 were
$74.8 million compared with $97.3 million for the six months ended June 30,
2001. The decrease 1in Dbundled sales for the six months ended June 30, 2002
compared to 2001 reflects the Company's decision to slow growth in bundled sales
while the Company pursued its plans to improve the efficiencies of the Company's
bundled business model and improve customer collections. In addition, a
significant portion of the bundled sales for the six months ended June 30, 2001
were generated from bundled service customers acquired through marketing
programs that had been discontinued in 2001.

Network and Line Costs. Network and line costs decreased by 39.3% to $77.9
million for the six months ended June 30, 2002 from $128.2 million for the six
months ended June 30, 2001. The decrease in costs was primarily due to a lower
number of local and long distance customers, a reduction in access and usage
charges and a reduction in primary interexchange carrier charges. Network and
line costs for the six months ended June 30, 2002 benefited from the Verizon New
York credit of $0.8 million. Network and 1line costs also benefited from
favorable resolution of disputes with vendors. The Company's policy is not to
record credits from such disputes until received. As a percentage of sales,
network and line costs increased to 49.6% for the six months ended June 30,
2002, as compared to 48.5% for the same period last vyear.

Gross profit, defined as sales less network and line costs, decreased by
41.7% for the six months ended June 30, 2002 to $79.2 million from $136.0
million for the same period last vyear, and, gross margin, defined as gross
profit as a percentage of sales, decreased to 50.4% as compared to 51.5% for the
six months ended June 30, 2001. Gross margin for the long distance product was
58.4% for the six months ended June 30, 2002 as compared with 54.5% for the same
period last year and gross margin for the bundled product was 41.7% for the six
months ended June 30, 2002 as compared to 46.3% for the same period last year.
The decrease 1in gross margin 1is due to the Company's decision to lower its
pricing for both local and long distance service, to become more competitive
with the ILECs and to provide greater value to its customers. In addition, the
growth of local bundled service as a percentage of total revenue and product mix
has also contributed to the decrease in gross margin. The increase in the long
distance product gross margin was primarily attributable to a reduction in
access charges. The Company does not anticipate a material change in access
charges 1in the future.

General and Administrative Expenses. General and administrative expenses
decreased Dby 35.5% to $28.2 million for the six months ended June 30, 2002 from
$43.7 million for the six months ended June 30, 2001. The overall decrease in
general and administrative expenses was due primarily to significant workforce
reductions and other cost cutting efforts by the Company as 1t pursued
improvements in operating efficiencies of the Company's bundled business model.
The Company had increased personnel costs associated with supporting the
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Company's bundled services offerings, including customer service, provisioning
and collections personnel during the six months ended June 30, 2001.

Provision for Doubtful Accounts. Provision for doubtful accounts decreased
by 86.5% to $6.8 million for the six months ended June 30, 2002 from $50.5
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million for the same period last year, and, as a percentage of sales, decreased
to 4.3% as compared to 19.1% for the six months ended June 30, 2001. The Company
had taken several steps during the third and fourth quarters of 2001 to reduce
bad debt expense, improve the overall credit quality of its customer base and
improve its <collections of past due amounts. The benefits of the Company's
actions to reduce bad debt expense and improve the overall credit quality of its
customer Dbase are reflected in the lower bad debt expense for the six months
ended June 30, 2002. Further, the provision for doubtful accounts for the six
months ended June 30, 2002 reflects a benefit from a reversal of the reserve for
doubtful accounts of $1.5 million. In general, the Company believes that the bad
debt expense as a percentage of sales of the Company's long distance customers
is lower than that of its bundled customers because of the relative maturity of
the long distance customer Dbase.

Sales and Marketing Expenses. During the six months ended June 30, 2002,
the Company incurred $12.8 million of sales and marketing expenses as compared
to $56.5 million for the same period last year, a 77.3% decrease, and, as a
percentage of sales, a decrease to 8.2% as compared to 21.4% for the six months
ended June 30, 2001. The decrease 1in 2002 is primarily attributable to the
reduction in marketing fees paid to AOL due to the termination of the marketing
relationship with AOL effective September 30, 2001. The decline 1is also
attributable to decreased direct promotional and advertising campaigns. Sales
and marketing expenses declined further as the Company slowed growth as it
pursued 1its plan to improve efficiencies of the Company's bundled business
model. Currently, substantially all of the sales and marketing expense is in
connection with growth of the Dbundled product.

Depreciation and Amortization. Depreciation and amortization for the six
months ended June 30, 2002 was $8.9 million, a decrease of $10.0 million
compared to $18.9 million for the six months ended June 30, 2001, and, as a
percentage of sales, decreased to 5.6% as compared to 7.2% for the six months
ended June 30, 2001. The Company's amortization expense decreased significantly
for the six months ended June 30, 2002 due to the write-off of goodwill
associated with the acquisition of Access One in the third quarter of 2001.
Additionally, the Company implemented Statement of Financial Accounting
Standards No. 142, "Goodwill and Other Intangible Assets," which established the
impairment approach rather than amortization for goodwill, resulting in reduced
amortization for the six months ended June 30, 2002 (see Note 1 of the Notes to
the Consolidated Financial Statements).

Interest Income. Interest income was $183,000 for the six months ended June
30, 2002 versus $831,000 for the six months ended June 30, 2001. Interest income
for the six months ended June 30, 2002 was lower due to the Company's lower
average cash balances and a decrease in interest rates during the six months
ended June 30, 2002 as compared to 2001.

Interest Expense. Interest expense was $4.4 million for the six months
ended June 30, 2002 as compared to $3.1 million for the six months ended June
30, 2001. The increase in interest expense is attributed to higher yielding debt
instruments associated with the exchange of the Company's 4 1/2% and 5% Notes
for 8% and 12% Notes and the MCG credit facility restructuring (see Notes 2, 3
and 5 of the ©Notes to Consolidated Financial Statements and "Liquidity and
Capital Resources"). In addition, interest expense for the six months ended June
30, 2002 includes the write-off of deferred financing costs of $364,000 in
connection with the bond restructuring. As described in Note 2 of the Notes to
Consolidated Financial Statements, the 8% convertible notes due 2011 were
accounted for as a troubled debt restructuring and, as such, interest expense
related to the notes is excluded from net income. For the six months ended June
30, 2002, $1.3 million of interest expense related to the notes was excluded
from net income.

Other, Net. Net other expenses were $816,000 for the six months ended June
30, 2002 compared to $80,000 for the six months ended June 30, 2001. The amount
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for the six months ended June 30, 2002 primarily consists of costs in connection
with the Company's restructuring of its convertible subordinated notes (see Note
2 of the Notes to Consolidated Financial Statements).

Provision for Income Taxes. At June 30, 2002 and 2001, a full valuation
allowance has been provided against the Company's net operating losses
carryforwards and other deferred tax assets. Since the amounts and extent of the
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Company's future earnings are not determinable with a sufficient degree of
probability to recognize the deferred tax assets 1in accordance with the
requirements of Statement of Financial Accounting Standards No. 109, "Accounting
for Income Taxes," the Company has recorded a full valuation allowance on the
net deferred tax assets. For the six months ended June 30, 2002, although the
Company has net income, no provision for income taxes has been reflected on the
statement of operations due to the full valuation allowance. The Company has not
recorded any income tax expense or benefit for the six months ended June 30,
2001 Dbecause the Company incurred losses during this period as well as
maintained a full wvaluation allowance at June 30, 2001. There can be no
assurances that the Company will realize the benefit of any net operating loss
carryforwards on future taxable income generated by the Company due to the
"change of ownership" provisions of the Internal Revenue Code Section 382 (see
Liquidity and Capital Resources, Other Matters).

Cumulative Effect of an Accounting Change. The Company adopted Emerging
Issues Task Force Abstract No. 00-19, "Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company's Own Stock," in
the six months ended June 30, 2001. The cumulative effect of the adoption of
this change in accounting principle resulted in a non-cash charge to operations
of $36.8 million in the six months ended June 30, 2001, representing the change
in fair wvalue of contingent redemption features of warrants and common stock
held by AOL from issuance on January 5, 1999 through June 30, 2001.
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LIQUIDITY AND CAPITAL RESOURCES

The Company's cash requirements arise primarily from the subsidiaries'
operational needs, the subsidiaries' capital expenditures, and the debt service
obligations of the subsidiaries and of Talk America Holdings, Inc. Since Talk
America Holdings, 1Inc. conducts all of it operations through its subsidiaries,
primarily Talk America Inc., 1t relies on dividends, distributions and other
payments from its subsidiaries to fund its obligations. The MCG Credit Facility
Agreement and related agreements contain certain covenants, including covenants
that may restrict such payments by the subsidiaries to Talk America Holdings,
Inc. (see Note 5 of the Notes to Consolidated Financial Statements).

Contractual obligations of the Company as of June 30, 2002 are summarized
as follows (in thousands):

1 year or 2 -3 4 - 5
Contractual Obligations (3) Total less Years Years

Talk America Holdings, Inc.:
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% Convertible notes due 2011 (1) $65,159 $2,057 $2,940 $3,182
12% Senior subordinated notes

due 2007 70,653 - - -
% Convertible senior subordinated

notes due 2007 (2) 4,168 -— -— -=
4.5% Convertible subordinated notes

due 2002 3,910 3,910 - -
% Convertible subordinated notes

due 2004 670 -— 670 -—

Talk America Inc. and other subsidiaries:

Senior Credit Facility 15,000 5,000 10,000 -=
Capital Lease Obligations 262 204 58 -=
Other Long-Term Obligations 1,693 1,693 -— -
Total Contractual Obligations $161,515 $12,864 $13,668 $3,182

(1) The 2011 Convertible Notes include $33.6 million of principal and $31.5
million of future accrued interest (see Note 3 of the Notes to Consolidated
Financial Statements). The 2011 Convertible Notes are subject to mandatory
redemption, at the option of the holder, in September 2006 and September 2008 at
par plus accrued 1interest.

(2) The 8% Notes include $2.8 million of principal and $1.3 million of future
accrued interest (see Note 2 of the Notes to Consolidated Financial Statements).

(3) Excluded from these contractual obligations are operating lease obligations
and network service obligations. The Company leases office space and equipment
under operating lease agreements. Certain leases contain renewal options and

purchase options, and generally provide that the Company shall pay for
insurance, taxes and maintenance. As of December 31, 2001, the Company had
future minimum annual lease obligations under noncancellable operating leases
with terms in excess of one year as follows: 2002 - $1.8 million, 2003 - $1.7
million, 2004 - $1.4 million, 2005 - $0.9 million, 2006 - $0.4 million and 2007
and thereafter - $0.3 million. The Company is also party to various network
service agreements, which contain certain minimum usage commitments. The largest
contract establishes pricing and provides for annual minimum payments for the
years ended December 31, as follows: 2002 - $22.2 million, 2003 - $22.8 million
and 2004 - $27.9 million. A separate contract with a different vendor
establishes pricing and provides for annual minimum payments for the years ended
December 31, as follows: 2002 - $3.0 million, 2003 - $6.0 million and 2004 -
$3.0 million. As a consequence of these minimum network service obligations,
there can be no assurances that the Company will be able to realize the most
effective network cost.

The Company relies on internally generated funds and cash and cash
equivalents on hand to fund its capital and financing requirements. The Company
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had $30.7 million of cash and cash equivalents as of June 30, 2002, and $22.1
million as of December 31, 2001.

Net cash provided Dby operating activities was $17.1 million for the six
months ended June 30, 2002 compared to net cash used in operating activities of
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$13.5 million for six months ended June 30, 2001. For the six months ended June
30, 2002, the major contributors to the net cash provided Dby operating
activities were the net income of $17.5 million and non-cash charges of $16.0
million primarily consisting of provision for doubtful accounts of $6.8 million
and depreciation and amortization of $8.9 million. These amounts were offset by
an increase in accounts receivable of $3.1 million and a decrease in accounts
payable of $12.2 million. For the six months ended June 30, 2001, the net cash
used 1in operating activities was mainly generated by the net loss of $72.8
million, an increase in accounts receivable of $47.1 million offset by non-cash
items of $106.4 million primarily consisting of provision for doubtful accounts
of $50.5 million, depreciation and amortization of $18.9 million and the
cumulative effect of an accounting change for contingent redemptions of $36.8
million.

Net cash wused in investing activities was $3.3 million during the six
months ended June 30, 2002, which consisted of capitalized software development
costs of $1.1 million and capital expenditures for the purchase of equipment of
$2.1 million. Net cash used in investing activities was $2.4 million during the
six months ended June 30, 2001, which primarily related to the purchase of
equipment and intangibles.

Net <cash wused 1in investing activities was $2.5 million during the three
months ended June 30, 2002, which consisted of capitalized software development
costs of $0.6 million and capital expenditures for the purchase of equipment of
$1.9 million. The Company anticipates incurring for the full year of 2002
capital expenditures of between $4 and $5 million and capitalized software
development costs of Dbetween $2 and $3 million.

Net cash wused in financing activities for the six months ended June 30,
2002 was $5.2 million compared to $84,000 for the six months ended June 30,
2001. The net cash used in financing activities for the six months ended June
30, 2002 was primarily attributable to payment of borrowings under the Company's
credit facility of $2.5 million, payments under 8% Convertible notes due 2011of
$1.2 million, payments in connection with exchange of the Company's 4.5% Notes
for 8% ©Notes of $470,000 and payments under capital lease obligations.

The Company generally does not have a significant concentration of credit
risk with respect to net trade accounts receivable, due to the large number of
end-users comprising the Company's customer base.

CONVERTIBLE SUBORDINATED NOTES AND EXCHANGE OFFERS (see Note 2 of the Notes to
Consolidated Financial Statements)

Effective April 4, 2002, the Company completed the exchange of $57.9
million of the $61.8 million outstanding principal balance of its 4 1/2%
Convertible Subordinated Notes ("4 1/2% Notes") that mature on September 15,
2002 into $53.2 million of new 12% Senior Subordinated PIK Notes due August 2007
("12% Notes") and $2.8 million of new 8% Convertible Senior Subordinated Notes
due August 2007 ("8% Notes") and cash paid of $0.5 million. In addition, the
Company exchanged $17.4 million of the $18.1 million outstanding principal
balance of its 5% Convertible Subordinated Notes ("5% Notes") that mature on
December 15, 2004 into $17.4 million of the new 12% Notes.

AOL AGREEMENTS (see Note 3 of the Notes to Consolidated Financial Statements)

On September 19, 2001, the Company restructured its financial obligations
with AOL that arose under the 1999 Investment Agreement and also ended its
marketing relationship with AOL effective September 30, 2001 (collectively the
"AOL Restructuring”). In connection with the AOL Restructuring, the Company and
AOL entered into a Restructuring and Note Agreement ("Restructuring Agreement")
pursuant to which the Company has outstanding $33.6 million principal amount of
its 8% secured convertible notes due September 2011, as of June 30, 2002. With
the issuance of additional shares under the Restructuring Agreement, AOL held
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7,200,000 shares of Company common stock.

SENIOR CREDIT FACILITY (see Note 5 of the Notes to Consolidated Financial
Statements)

The Company's principal operating subsidiaries have a Credit Facility
Agreement with MCG Finance Corporation ("MCG"), providing for a term loan of up
to $20.0 million maturing on June 30, 2005 and a line of credit facility
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permitting such subsidiaries to borrow up to an additional $30.0 million
available through June 30, 2003. The availability of the line of credit facility
is subject, among other things, to the successful syndication of that facility.
The Company does not anticipate having any availability under this line of
credit facility. Loans under the Credit Facility Agreement bear interest at a
rate equal to either (a) the Prime Rate, or (b) LIBOR, plus, in each case, the
applicable margin. The applicable margin is 7.0% for borrowings accruing
interest at LIBOR and 6.0% for borrowings accruing interest at the Prime Rate.

The Credit Facility Agreement subjects the Company and its subsidiaries to
certain restrictions and covenants related to, among other things, liquidity,
per-subscriber-type revenue, subscriber acquisition costs and interest coverage
ratio requirements. The principal of the term loan 1is paid in quarterly
installments of $1.25 million on the last calendar day of each fiscal quarter
commencing on September 30, 2001, and is fully repaid by June 30, 2005. The
loans wunder the Credit Facility Agreement are secured by a pledge of all of the
assets of the subsidiaries of the Company that are parties to that agreement. In
addition, the Company has guaranteed the obligations of those subsidiaries under
the Credit Facility Agreement and related documents; the Company's guarantee
subjects the Company to certain restrictions and covenants, including a
prohibition against the payment of dividends in respect of the Company's equity

securities, except under certain limited circumstances. In connection with the
AOL Restructuring, MCG entered into an Intercreditor Agreement with AOL. At June
30, 2002, $15.0 million principal balance remained outstanding under the term

loan facility and no amounts were outstanding or available under the line of
credit facility.

OTHER MATTERS

The Company's provision of telecommunication services is subject to
government regulation. Changes in existing regulations could have a material
adverse effect on the Company. The Company's local telecommunication services
are provided almost exclusively through the wuse of ILEC Unbundled Network
Elements ("UNE"), and it is primarily the availability of costs-based UNE rates
that enables the Company to price 1its local telecommunications services
competitively. On May 13, 2002, the United Stated Supreme Court released an
opinion in Verizon Communications et al v. Federal Communications Commission
upholding the FCC's decision to adopt the "total element long-run incremental
cost" ("TELRIC") methodology for pricing UNEs. On December 12, 2001, the FCC
initiated its so-called UNE Triennial Review rulemaking in which it intends to
review all UNEs and determine whether ILECs should continue to be required to
provide them to competitors. Among other things, the FCC has indicated that it
will consider whether ILECs should continue to be required to provide the "local
switching" UNE, an essential component of the UNE-P combination. Any curtailment
by the FCC 1in the availability of the local switching UNE would materially
impair the Company's ability to provide local telecommunications services, and
could eliminate the Company's capability to provide local telecommunications
services entirely. On May 24, 2002, the United States Court of Appeals for the
D.C. Circuit released an opinion in United States Telecom Association v. Federal
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Communications Commission remanding to the FCC for further consideration the
Unbundled Network Element Remand Order, which may provide the FCC with
justification for significantly reducing the unbundling obligations of the ILECs
as part of the UNE Triennial Review. A petition for rehearing en banc has been
filed Dby the FCC with the United States Court of Appeals for the D.C. Circuit.

The FCC requires the Company and other providers of telecommunication
services to contribute to the USF, which helps to subsidize the provision of
local telecommunication services and other services to low-income consumers,
schools, libraries, health care providers, and rural and insular areas that are
costly to serve. The FCC 1is currently considering modifications to the USF
program that may go into effect as early as the end of 2002. Any changes to the
methodology used in the calculation of the collection and payment of USFEF charges
may have an adverse impact on the Company's gross margin.

At December 31, 2001, the Company had net operating loss (NOL)
carryforwards for federal income tax purposes of $262.8 million. Due to the
"change of ownership" provisions of the Internal Revenue Code Section 382, the
availability of the Company's net operating loss and credit carryforwards may be
subject to an annual limitation against taxable income in future periods if a
change of ownership of more than 50% of the value of the Company's stock should
occur within a three-year testing period. Many of the changes that affect these
percentage change determinations, such as changes 1in the Company's stock
ownership, are outside the Company's control. A more-than-50% cumulative change
in ownership for purposes of the Section 382 limitation occurred on August 31,
1998 and October 26, 1999. As a result of such changes, certain of the Company's
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carryforwards are limited. As of December 31, 2001, approximately $64.0 million
of NOL carryforwards are not available to offset future income. In addition,
based on information currently available to the Company, the Company believes
that the change of ownership percentage was approximately 45% for the applicable
three-year testing period. If, during the current three-year testing period, the
Company experiences an additional more-than-50% ownership change under Section
382, the amount of the NOL carryforward available to offset future taxable
income may be further and substantially reduced. To the extent the Company's
ability to use these net operating loss carryforwards against any future income
is limited, 1its <cash flow available for operations and debt service would be
reduced. There can be no assurance that the Company will realize the benefit of
any carryforwards.

The Company is a party to a number of legal actions and proceedings arising
from the Company's provision and marketing of telecommunications services, as
well as certain legal actions and regulatory investigations and enforcement
proceedings arising in the ordinary course of business. The Company believes
that the ultimate outcome of the foregoing actions will not result in liability
that would have a material adverse effect on the Company's financial condition
or results of operations. However, it is possible that, because of fluctuations
in the Company's cash position, the timing of developments with respect to such
matters that require cash payments by the Company, while such payments are not
expected to be material to the Company's financial condition, could impair the
Company's ability in future interim or annual periods to continue to implement
its Dbusiness plan, which could affect its results of operations in future
interim or annual ©periods.

While the Company believes that it has access, albeit limited, to new
capital 1in the public or private markets to fund its ongoing cash requirements,
there can be no assurance as to the timing, amounts, terms or conditions of any
such new capital or whether it could be obtained on terms acceptable to the
Company. Accordingly, the Company anticipates that its cash requirements
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generally must be met from the Company's cash-on-hand and from cash generated
from operations. Based on its current projections for operations and having
restructured the MCG facility and most of its outstanding convertible notes
indebtedness through the exchange offers, the Company believes that its
cash-on-hand and its <cash flow from operations will be sufficient to fund its
capital expenditures, 1its debt service obligations, including the increased
interest expense of its outstanding indebtedness, and the expenses of conducting
its operations for at least the next twelve months. However, there can be no
assurance that the Company will be able to realize its projected cash flows from
operations, which is subject to the risks and uncertainties discussed above.

CRITICAL ACCOUNTING POLICIES

The Company's discussion and analysis of 1its financial condition and
results of operations are based upon the Company's consolidated financial
statements, which have Dbeen prepared in accordance with accounting principles
generally accepted in the United States. The preparation of these financial
statements requires the Company to make estimates and judgments that affect the
reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On an on-going basis, the
Company evaluates its estimates, including those related to bad debt, goodwill
and 1intangible assets, income taxes, contingencies and litigation. The Company
bases its estimates and judgments on historical experience and on various other
assumptions that are Dbelieved to Dbe reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values
of assets and liabilities that are not readily apparent from other sources.
Actual results may differ from these estimates.

Recognition of Revenue. The Company derives its revenues from local and
long distance phone services, primarily local services bundled with long
distance services, long distance services, inbound toll-free service and
dedicated private 1line services for data transmission. The Company recognizes
revenue from voice, data and other telecommunications related services in the
period in which subscribers uses the related service. Allowances for doubtful
accounts are maintained for estimated losses resulting from the failure of its
customers to make required payments and for uncollectible usage.

Deferred revenue represents the unearned portion of local telecommunication
services and features that are billed one month in advance. In addition, it
includes the amortization of a non-refundable prepayment received in 1997 in
connection with an amended telecommunications services agreement with Shared
Technologies Fairchild, Inc. The payment is amortized over the five-year term of
the agreement, which expires October 2002. The amount included in revenue was

24

$1.9 million in each of the quarters ended June 30, 2002 and 2001. The remaining
amount of $2.5 million will be included in revenue during the remainder of 2002.
This agreement is terminable by either party on thirty days notice. Termination
by either party would accelerate recognition of the deferred revenue.

Allowance for Doubtful Accounts. The Company reviews accounts receivable,
historical bad debt, and customer credit-worthiness through customer credit
scores, current economic trends, changes 1in customer payment history and
acceptance of the Company's calling plans and fees when evaluating the adequacy
of the allowance for doubtful accounts. If the financial condition of the
Company's customers were to deteriorate, resulting in an impairment of their
ability to make payments, additional allowances may be required. The Company's
accounts receivable balance was $23.0 million, net of allowance for doubtful
accounts of $17.1 million, as of June 30, 2002.
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Valuation of Long-Lived Assets and Intangible Assets with a Definite Life.
The Company continually reviews the recoverability of the carrying value of
long-lived assets, including intangibles with a definite life for impairment
whenever events or changes in circumstances indicate that the carrying amount of
such assets may not be recoverable. When such events occur, the Company compares
the carrying amount of the assets to the undiscounted expected future cash
flows. Factors the Company considers important that could trigger an impairment
review include the following:

- Significant wunderperformance relative to expected historical or
projected future operating results

- Significant changes in the manner of the Company's use of the acquired
assets or the strategy for the Company's overall Dbusiness

- Significant negative industry or economic trends

- Significant decline in the Company's stock price for a sustained
period and market capitalization relative to net Dbook wvalue

If this comparison indicates there 1s impairment, the amount of the
impairment loss to Dbe recorded is calculated by the excess of the net assets'
carrying value over its fair value and is typically calculated using discounted
expected future <cash flows.

Goodwill. Goodwill represents the cost in excess of net assets of acquired
companies. Effective January 1, 2002, with the adoption of SFAS No. 142,
goodwill (comprised of goodwill acquired in the Access One acquisition in
August 2000) will not Dbe amortized, but rather will be tested for impairment
annually, and will be tested for impairment between annual tests if an event
occurs or circumstances change that would indicate the carrying amount may be
impaired. Prior to January 1, 2002 goodwill and intangibles were amortized on a
straight-line basis over periods ranging from 5 years to 15 years. Impairment
testing for goodwill is performed at a reporting unit level. An impairment loss
would generally be recognized when the carrying amount of the reporting units'
net assets exceeds the estimated fair value of the reporting unit. Prior to
January 1, 2002, goodwill was tested for impairment in a manner consistent with
long-lived assets and intangible assets with a definite life. The Company
completed the transitional assessment of goodwill under the requirements of SFAS
142 and determined that the fair wvalue of the reporting unit exceeds the
carrying amount, thus the goodwill 1is not considered impaired.

Software Development Costs. Direct development costs associated with
internal-use computer software are accounted for under Statement of Position
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use" and are capitalized including external direct costs of material
and services and payroll costs for employees devoting time to the software
projects. Costs incurred during the preliminary project stage, as well as for
maintenance and training, are expensed as incurred. Amortization is provided on
a straight-line Dbasis over the shorter of 3 years or the estimated useful life
of the software.

Income Taxes. Income taxes are accounted for under the asset and liability
method. Deferred tax assets and liabilities are recognized for the estimated
future tax consequences attributable to the differences between the financial
statement carrying amounts of existing assets and liabilities and their
respective tax bases and operating loss and tax credit carryforwards. Deferred
tax assets and liabilities are measured using enacted tax rates in effect for
the vyear 1n which those temporary differences are expected to be recovered or
settled.

The Company records a valuation allowance to reduce its deferred tax assets
in an amount that 1s more 1likely than not to be realized. The Company has

provided a full wvaluation allowance for the net deferred tax assets for the
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estimated future tax effects attributable to temporary differences between the
basis of assets and liabilities for financial and tax reporting purposes as of
June 30, 2002. If the Company continues to be profitable in future quarters at
levels which cause management to conclude that it is more likely than not that
the Company will realize all or a portion of the NOL carryforward, the Company
would record the estimated net realizable value of the deferred tax asset at
that time and would then provide for 1income taxes at a rate equal to the
Company's combined federal and state effective rates.

Legal Proceedings. The Company is a party to a number of legal actions and
proceedings arising from the Company's provision and marketing of
telecommunications services, as well as certain legal actions and regulatory
investigations and enforcement proceedings arising in the ordinary course of
business. Management's current estimated range of liability related to some of
the pending litigation is based on claims for which management can estimate the
amount and range of loss. The Company recorded the minimum estimated liability
related to those <claims, where there 1s a range of loss. Because of the
uncertainties related to Dboth the amount and range of loss on the remaining
pending litigation, management is unable to make a reasonable estimate of the
liability that could result from an unfavorable outcome. As additional
information Dbecomes available, the Company will assess the potential liability
related to the Company's pending 1litigation and revise its estimates. Such
revisions in the Company's estimates of the potential liability could materially
affect 1its results of operations and financial ©position.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK:

In the normal course of business, the financial position of the Company is
subject to a variety of risks, such as the collectibility of its accounts
receivable and the receivability of the carrying values of its long-term assets.
The Company's long-term obligations consist primarily of its own notes and
credit facility. The Company does not presently enter into any transactions
involving derivative financial instruments for risk management or other purposes
due to the stability in interest rates in recent times and because management
does not consider the potential impact of changes in interest rates to be
material.

The Company's available cash balances are invested on a short-term basis
(generally overnight) and, accordingly, are not subject to significant risks
associated with changes 1in interest rates. Substantially all of the Company's
cash flows are derived from its operations within the United States and the
Company 1is not subject to market risk associated with changes in foreign
exchange rates.

PART II - OTHER INFORMATION
ITEM 2. CHANGES 1IN SECURITIES.

In connection with the completion of the exchange offers for its 4 1/2% and
5% Notes on April 4, 2002 (as further described in Note 2 of the Consolidated

Financial Statements), the Company issued a total of $70.7 million principal
amount of 1ts new 12% Notes and $2.8 million principal amount of its new 8%
Notes. The issuance of such securities were made in reliance on Section 3(a) (9)

of the Securities Act of 1933.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits
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10.1 Amendment to Employment Agreement, dated June 17, 2002, between the
Company and Kevin Griffo (filed herewith). *

10.2 Interconnection Agreement between BellSouth Telecommunications, Inc.,
The Other Phone Company, Inc. d/b/a Access One Communications, The Other Phone
Company, Inc. d/b/a Talk America Inc., (NOT in Florida) and Talk America Inc.
dated May 13, 2002 (filed herewith).

26

99.1 Certification of Gabriel Battista Pursuant to 18 U.S.C. Section 1350,
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

99.2 Certification of David G. Zahka Pursuant to 18 U.S.C. Section 1350, as
Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

(b) Reports on Form 8-K

During the quarter ended June 30, 2002, the Company filed no Current
Reports on Form 8-K.

* Management contract or compensatory plan or arrangement.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to Dbe signed on its behalf by the
undersigned thereunto duly authorized.

TALK AMERICA HOLDINGS, INC.

Date: August 13, 2002 By: /s/ Gabriel Battista

Gabriel Battista
Chairman of the Board of Directors,
Chief Executive Officer and Director

Date: August 13, 2002 By: /s/ David G. Zahka

David G. Zahka
Chief Financial Officer
(Principal Financial Officer)

Date: August 13, 2002 By: /s/ Thomas M. Walsh

Thomas M. Walsh
Senior Vice President - Finance
(Principal Accounting Officer)
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

The following statements are or may constitute forward-looking statements within the meaning of
the Private Securities Litigation Reform Act of 1995:

(ii) any statements preceded by, followed by or that include the words “intends,

(i) any statements contained or incorporated herein regarding possible or assumed future results
of operations of WorldCom’s business, anticipated cost savings or other synergies, the markets
for WorldCom’s services and products, anticipated capital expenditures, the outcome of euro
conversion efforts, regulatory developments or competition;

9«

estimates,”
should,” “could,” or similar ex ressions; and
b 2

29« 2« 29«

“believes,” “expects,” “anticipates,

(iii) other statements contained or incorporated by reference herein regarding matters that are not

historical facts.

Because such statements are subject to risks and uncertainties, actual results may differ materially
from those expressed or implied by such forward-looking statements; factors that could cause actual
results to differ materially include, but are not limited to:

economic uncertainty;
the effects of vigorous competition;

the impact of technological change on our business, alternative technologies, and dependence on
availability of transmission facilities;

risks of international business;

regulatory risks in the United States and internationally;

contingent liabilities;

uncertainties regarding the collectibility of receivables;

risks associated with debt service requirements and our financial leverage;
uncertainties associated with the success of acquisitions;

the ongoing war on terrorism; and

the other risks referenced from time to time in WorldCom’s filings with the Securities and
Exchange Commission.

Potential purchasers of WorldCom capital stock are cautioned not to place undue reliance on such
statements, which speak only as of the date thereof.

The cautionary statements contained or referred to in this section should be considered in
connection with any subsequent written or oral forward-looking statements that may be issued by
WorldCom or persons acting on its behalf. We undertake no duty to update these forward-looking
statements, even though our situation may change in the future.



PART I
ITEM 1. BUSINESS
General

Organized in 1983, WorldCom, Inc., a Georgia corporation, provides a broad range of
communications services to both U.S. and non-U.S. based businesses and consumers. We are a global
communications company utilizing a strategy based on being able to provide service through our own
facilities throughout the world instead of being restricted to a particular geographic location. We call
this our “on-net” strategy. The on-net approach allows our customers to send data or voice
communications across town, across the U.S., or to any of our networks in Europe or Asia, often
without ever leaving our networks. The on-net approach provides our customers with superior reliability
and low operating costs. Our core business is communications services, which includes voice, data,
Internet and international services.

On June 7, 2001, our shareholders approved a recapitalization involving the creation of two
separately traded tracking stocks:

e WorldCom group stock, which is intended to reflect the performance of our data, Internet,
international and commercial voice businesses and is quoted on The Nasdaq National Market
under the trading symbol “WCOM?”, and

* MCI group stock, which is intended to reflect the performance of our consumer, small business,
wholesale long distance voice and data, wireless messaging and dial-up Internet access businesses
and is quoted on The Nasdaq National Market under the trading symbol “MCIT”.

In connection with the recapitalization, we amended our articles of incorporation to replace our
existing common stock with two new series of common stock that are intended to reflect, or track, the
performance of the businesses attributed to the WorldCom group and the MCI group. Effective with
the recapitalization on June 7, 2001, each share of our existing common stock was changed into one
share of WorldCom group stock and Y25 of a share of MCI group stock.

A tracking stock is a separate class of a company’s common stock intended to provide a return to
investors based upon the financial performance of a distinct business unit of the company, sometimes
referred to as the targeted business. These targeted businesses are collections of businesses that we
have grouped together in order for us to issue WorldCom group stock and MCI group stock. The
ownership of the targeted business does not change, and while each of the classes of stock trade
separately, all shareholders are common shareholders of a single company, WorldCom, and are subject
to all risks of an investment in WorldCom as a whole.

During the second quarter of 2001, we declared the initial quarterly dividend for the MCI group
stock. A cash dividend of $0.60 per share of MCI group stock, or approximately $70 million in the
aggregate, was paid on October 15, 2001 to shareholders of record as of the close of business on
September 28, 2001. Dividends of $0.60 per share of MCI group stock were also declared during the
third and fourth quarters of 2001 which have been or will be paid in 2002.

The MCI group was initially allocated notional debt of $6 billion and our remaining debt was
allocated on a notional basis to the WorldCom group. We intend, for so long as the WorldCom group
stock and the MCI group stock remains outstanding, to include in our filings under the Securities
Exchange Act of 1934, as amended, the combined financial statements of each of the WorldCom group
and the MCI group. These combined financial statements will be prepared in accordance with
accounting principles generally accepted in the United States, and in the case of annual financial
statements, will be audited. These combined financial statements are not legally required under current
law or SEC regulations.

Voting rights of the holders of the WorldCom group stock and the MCI group stock are prorated
based on the relative market values of WorldCom group stock and MCI group stock. We will conduct
shareholder meetings that encompass all holders of voting stock. The WorldCom group and the MCI



group shareholders will vote together as a single class on all matters brought to a vote of shareholders,
including the election of our directors.

Our board of directors may at any time convert each outstanding share of MCI group stock into
shares of WorldCom group stock at 110% of the relative trading value of MCI group stock for the
20 days prior to the announcement of the conversion. No premium will be paid on a conversion that
occurs after June 7, 2004.

If all or substantially all of the WorldCom group or MCI group assets are sold, either: (i) the
relevant shareholders will receive a distribution equal to the fair value of the net proceeds of the sale,
either by special dividend or by redemption of shares; or (ii) each outstanding share of MCI group
stock will be converted into shares of WorldCom group stock at 110% or 100% of the relative trading
value of MCI group stock for a 10 trading day period following the sale.

We serve as a holding company for our subsidiaries’ operations. References herein to WorldCom,
“we,” “our,” or “us” include WorldCom, Inc. and our subsidiaries, unless the context otherwise
requires. Additionally, information in this document has been revised to reflect the stock splits of our

common stock.

Business Combinations

Intermedia. On July 1, 2001, we acquired Intermedia Communications Inc. for approximately
$5.8 billion, including assumed long-term debt, pursuant to the merger of a wholly owned subsidiary
with and into Intermedia, with Intermedia continuing as the surviving corporation and as a subsidiary
of WorldCom. As a result of the Intermedia merger, we acquired a controlling interest in Digex,
Incorporated, or Digex, a provider of managed Web and application hosting services. In connection
with the Intermedia merger, stockholders of Intermedia received one share of WorldCom group stock
(or 57.1 million WorldCom group shares in the aggregate) and %25 of a share of MCI group stock (or
2.3 million MCI group shares in the aggregate) for each share of Intermedia common stock they
owned. Holders of Intermedia preferred stock, other than Intermedia’s 13.5% Series B Redeemable
Exchangeable Preferred Stock due 2009, or Intermedia Series B Preferred Stock, received one share of
a class or series of our preferred stock, with substantially identical terms, which were established upon
consummation of the Intermedia merger. As a result of the merger with Intermedia, we own
approximately 90% of the voting securities of Intermedia.

Upon effectiveness of the merger with Intermedia, the then outstanding and unexercised options
for shares of Intermedia common stock were converted into options exercisable for an aggregate of
approximately 10 million shares of WorldCom group stock having the same terms and conditions as the
Intermedia options, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.0319. The merger with Intermedia was accounted for as
a purchase.

The purchase price in the Intermedia merger was allocated based on appraised fair values at the
date of acquisition. This resulted in an excess purchase price over net assets acquired of $5.1 billion of
which $67 million was allocated to customer lists, which will be amortized over approximately four
years on a straight line basis. The remaining excess of $5.0 billion has been allocated to goodwill and
tradename which are not subject to amortization and the goodwill is not expected to be deductible for
tax purposes.

In connection with the Intermedia merger, the Antitrust Division of the Department of Justice
required us to dispose of Intermedia’s Internet service provider business, which provided integrated
Internet connectivity solutions and effective December 1, 2001, we sold substantially all of the Internet
related assets for approximately $12 million. In addition to this required divestiture, we also committed
to a plan to sell Intermedia’s Advanced Building Network business, which provides centralized
telecommunications services in multi-tenant commercial office buildings, and the systems integration
business through which Intermedia sells, installs, operates and maintains business telephony customer
premise equipment for its customers. We included the appraised fair values of these assets to be



disposed of in our initial allocation of the Intermedia purchase price and also included accrued
anticipated losses expected to be incurred through disposal date. Any difference between the actual
results of operations and the amounts accrued will result in an adjustment of goodwill unless there is a
difference resulting from a post-merger event. We anticipate that we will complete the planned
disposals of the remaining identified businesses before the third quarter of 2002.

Since the Intermedia merger, we initiated plans to improve cash flow and operating results by
reorganizing and restructuring Intermedia’s operations. These plans include workforce reductions and
other administrative cost savings, the discontinuance of all product lines with unacceptable or negative
margins and the ultimate disposal of all assets associated with such product lines or businesses.

SkyTel Communications. On October 1, 1999, we acquired SkyTel Communications, Inc., pursuant
to the merger of SkyTel with and into a wholly owned subsidiary of WorldCom. Upon consummation of
the SkyTel merger, the wholly owned subsidiary was renamed SkyTel Communications, Inc. SkyTel is a
leading provider of nationwide messaging services in the United States. SkyTel’s principal operations
include one-way messaging services in the United States, advanced messaging services on the narrow
band personal communications services network in the United States and international one-way
messaging operations.

As a result of the SkyTel merger, each outstanding share of SkyTel common stock was converted
into the right to receive 0.3849 shares of WorldCom common stock, par value $.01 per share, or
approximately 23 million WorldCom common shares in the aggregate. Holders of SkyTel’s $2.25
Cumulative Convertible Exchangeable Preferred Stock received one share of WorldCom Series C $2.25
Cumulative Convertible Exchangeable Preferred Stock for each share of SkyTel preferred stock held.
The SkyTel merger was accounted for as a pooling-of-interests; and accordingly, our financial
statements for periods prior to the SkyTel merger have been restated to include the results of SkyTel.

MCI. On September 14, 1998, we acquired MCI Communications Corporation for approximately
$40 billion, pursuant to the merger of MCI with and into a wholly owned subsidiary of WorldCom.
Upon consummation of the MCI merger, the wholly owned subsidiary was renamed MCI
Communications Corporation. MCI became a wholly owned subsidiary of WorldCom. Through the
merger with MCI, we acquired one of the world’s largest and most advanced digital networks,
connecting local markets in the United States to more than 280 countries and locations worldwide.

As a result of the merger with MCI, each outstanding share of MCI common stock was converted
into the right to receive 1.86585 shares of WorldCom common stock or approximately 1.13 billion
WorldCom common shares in the aggregate, and each share of MCI Class A common stock
outstanding (all of which were held by British Telecommunications plc) was converted into the right to
receive $51.00 in cash or approximately $7 billion in the aggregate. The funds paid to British
Telecommunications were obtained by WorldCom from (i) available cash as a result of our $6.1 billion
public debt offering in August 1998; (ii) the sale of MCI’s Internet backbone facilities and wholesale
and retail Internet business to Cable and Wireless plc for $1.75 billion in cash on September 14, 1998;
(iii) the sale of MCI’s 24.9% equity stake in Concert Communications Services to British
Telecommunications for $1 billion in cash on September 14, 1998; and (iv) availability under our
commercial paper program and credit facilities.

Upon effectiveness of the merger with MCI, the then outstanding and unexercised options
exercisable for shares of MCI common stock were converted into options exercisable for an aggregate
of approximately 125 million shares of WorldCom common stock having the same terms and conditions
as the MCI options, except that the exercise price and the number of shares issuable upon exercise
were divided and multiplied, respectively, by 1.86585. The merger with MCI was accounted for as a
purchase.

Embratel. On August 4, 1998, MCI acquired a 51.79% voting interest and a 19.26% economic
interest in Embratel Participacoes S.A., Brazil’s facilities-based national and international
communications provider, for approximately R$2.65 billion (U.S. $2.3 billion). The purchase price was



paid in local currency installments, of which R$1.06 billion (U.S. $916 million) was paid on August 4,
1998, R$795 million (U.S. $442 million) was paid on August 4, 1999, and the remaining R$795 million
(U.S. $444 million) was paid on August 4, 2000. Embratel provides domestic long distance and
international telecommunications services in Brazil, as well as over 40 other communications services,
including leased high-speed data, Internet, frame relay, satellite and packet-switched services. Operating
results for Embratel were consolidated in our accompanying consolidated financial statements from the
date of the MCI merger through 2000.

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. The restructuring included the resignation of certain Embratel board of
directors seats, the irrevocable obligation to vote a portion of our common shares in a specified
manner and the transfer of certain economic rights associated with such shares to an unrelated third
party. Based on these actions, the accounting principles generally accepted in the United States prohibit
the continued consolidation of Embratel’s results. Accordingly, we have deconsolidated Embratel’s
results effective January 1, 2001.

CompuServe. On January 31, 1998, WorldCom acquired CompuServe Corporation for
approximately $1.3 billion, pursuant to the merger of a wholly owned subsidiary of WorldCom, with and
into CompuServe. Upon consummation of the merger with CompuServe Corporation, CompuServe
Corporation became a wholly owned subsidiary of WorldCom.

As a result of the merger with CompuServe Corporation, each share of CompuServe Corporation
common stock was converted into the right to receive 0.609375 shares of WorldCom common stock or
approximately 56 million WorldCom common shares in the aggregate. Prior to the merger with
CompuServe Corporation, CompuServe Corporation operated primarily through two divisions:
Interactive Services and Network Services. Interactive Services offered worldwide online and Internet
access services for consumers, while Network Services provided worldwide network access, management
and applications, and Internet services to businesses. The merger with CompuServe Corporation was
accounted for as a purchase.

ANS. On January 31, 1998, we also acquired ANS Communications, Inc. from America
Online, Inc. for approximately $500 million, and entered into five year contracts with AOL under which
WorldCom and its subsidiaries provide network services to AOL. Additionally, AOL acquired
CompuServe’s Interactive Services division and received a $175 million cash payment from WorldCom.
WorldCom retained the CompuServe Network Services division. ANS provided Internet access to AOL
and AOL’s subscribers in the United States, Canada, the United Kingdom, Sweden and Japan. The
transaction with AOL was accounted for as a purchase.

Brooks Fiber Properties. On January 29, 1998, WorldCom acquired Brooks Fiber Properties, Inc.
pursuant to the merger of a wholly owned subsidiary of WorldCom, with and into Brooks Fiber
Properties. Upon consummation of the merger with Brooks Fiber Properties, Brooks Fiber Properties
became a wholly owned subsidiary of WorldCom. Prior to the merger, Brooks Fiber Properties acquired
and constructed its own state-of-the-art fiber optic networks and facilities and leased network capacity
from others to provide long distance carriers, Internet Service Providers, wireless carriers and business,
government and institutional end users with an alternative to the incumbent local exchange carriers for
a broad array of high quality voice, data, video transport and other telecommunications services.

As a result of the merger with Brooks Fiber Properties, each share of Brooks Fiber Properties
common stock was converted into the right to receive 2.775 shares of WorldCom common stock or
approximately 109 million WorldCom common shares in the aggregate. The merger with Brooks Fiber
Properties was accounted for as a pooling-of-interests; and accordingly, our financial statements for
periods prior to the merger with Brooks Fiber Properties have been restated to include the results of
Brooks Fiber Properties.



BUSINESS

Following are descriptions of the businesses attributed to each of the WorldCom group and the
MCI group. Although we are describing these businesses separately in order to give you a better
understanding of the assets attributed to each group, the two groups are not separate legal entities.

The assets attributed to the WorldCom group include all of our network assets except voice
switches, which are used to forward audio and data information from one point to another, and dial-up
Internet modems, and also include cash, investments, buildings, furniture, fixtures and equipment, and
the goodwill, other intangible assets, other long-term assets and other current assets associated with the
businesses attributed to the WorldCom group. The assets attributed to the MCI group include voice
switches, dial-up Internet modems and the goodwill, other intangible assets, other long-term assets and
other current assets associated with the businesses attributed to the MCI group. For a further
discussion of the assets attributed to the groups and the allocation methods used to allocate the assets,
see the management’s discussion and analysis of financial condition and results of operations, which is
incorporated by reference herein.

Certain financial information about operations by segment and by geographic area for 1999, 2000
and 2001 is included in note 14 to our notes to our consolidated financial statements and is
incorporated herein by reference.

WorldCom Group Operations
Overview
Our businesses attributed to the WorldCom group include:

* data services such as frame relay, asynchronous transfer mode and Internet protocol networks
which provide a full spectrum of public and private network options for any data transmission
requirement;

* Internet related services, including:
* always-on connections to the Internet, which we refer to as dedicated access;

* secure communication over the Internet allowing a business to link various sites and
employees, which we refer to as a virtual private network;

* high speed and always-on digital connections to the Internet, which we refer to as digital
subscriber lines; and

* web site management and web-enabled products which provide customers with the
hardware, software and monitoring for their web sites;

* the design, implementation and ongoing management of a customer’s communications system;
e commercial voice services; and
* international communications services.

We believe we are positioned to utilize these global assets to provide traditional communications
services, emerging e-commerce services, and WorldCom-provided managed or outsourced services to
customers in major markets around the globe.

The businesses attributed to the WorldCom group accounted for 60.7% of our revenues, 101.7% of
our net income and 88.4% of our assets for the year ended December 31, 2001. For the year ended
December 31, 2000 the WorldCom group accounted for 58.2% of our revenues, 62.0% of our net
income and 85.2% of our assets.



We have extensive networks that connect metropolitan centers and various regions throughout the
world. As of December 31, 2001, our networks that connect metropolitan centers covered
approximately 58,800 route miles, with an additional 10,900 route miles of local connections to
customers worldwide. We also had over 2,500 centers where our equipment connects to the local phone
company for call termination, which we call points of presence, 2,092 data switches, which forward
information to its proper address, and connected 124 cities across North America, Europe, the Middle
East, Africa, Latin America and Asia.

Using our Internet protocol infrastructure, we intend to continue our expansion into higher
growth, next generation services, such as virtual private networks which use Internet protocol
technology, web centers that allow customers to interact with sales and service agents over the Internet,
the telephone or e-mail, and Internet content delivery services. We believe the breadth and scale of
these services differentiate our offerings from those of our competitors and meet our customers’
increasingly complex communications needs, highlighting the unique quality and reach of our networks.

We are positioning the company for leadership in the high growth segments of our industry. Our
merger with Intermedia and resulting controlling interest in Digex provides us with a strong foothold in
the managed hosting arena. Managed hosting services include providing the computer hardware,
software, network technology and systems management necessary to offer customers comprehensive
outsourced web site hosting solutions. We believe this position, combined with our extensive facilities-
based network assets and corporate customer base, should create a strong competitor for e-commerce
services and a platform for leadership in our target segments of U.S. and non-U.S. based corporations.

Industry

For several years, the communications industry has been undergoing a dramatic transformation due
to several factors including:

¢ technological advances such as the Internet;

* rapid development of new services and products;

e the Telecommunications Act of 1996, or the Telecom Act;

e the deregulation of communications services markets in selected countries around the world; and
* the entry of new competitors in existing and emerging markets.

These are only a few of the forces impacting the communications industry today. However, each of
these factors is driven by the rapid development of data services that are replacing traditional voice
services. The development of frame relay, asynchronous transfer mode and Internet protocol networks
has dramatically transformed the array and breadth of services offered by telecommunications carriers.

The use of the Internet, including intranets and extranets, which are private, secure
communications networks, continues to grow, although at a slower pace than in recent years. Internet
growth continues to be driven by a number of factors, including expanding availability of high speed or
broadband access, improvements in network architectures and increasing numbers of network-enabled
applications and devices. In spite of slower overall market growth, the Internet remains an important
global communications and commerce medium. The Internet represents an opportunity for enterprises
to interact in new and different ways with both existing and prospective customers, employees, suppliers
and partners.

The market for data communications and Internet access and related products is characterized by
rapidly changing technology, evolving industry standards, emerging competition and frequent new
product and service introductions. We believe that the TCP/IP, where we use fiber optic or copper-
based telecommunications infrastructure, will continue to be the primary protocol and transport



infrastructure for Internet-related services. TCP/IP combines two protocols, transmission control
protocol and Internet protocol, to establish a connection between two devices so that streams of data
can be sent between them. Session initiated protocols, or SIPs, are emerging as the basis for carrier-
grade platforms from which enterprises will use SIP-enabled devices, such as “Internet telephones” to
communicate within and outside the enterprise. Emerging transport alternatives include wireless cable
modems and satellite delivery of Internet information. Alternative protocols, which are proprietary or
allow systems using different formats to transfer data to communicate with each other, have been and
are being developed. We are also participating in trials of next generation, more advanced technology.

Developments in technology are further increasing the capacity and lifespan of previously deployed
fiber optic cables. Throughout 2002, we plan to continue to deploy high capacity broadband systems
and fiber optic systems, both of which function to connect different networks, and long distance
transmission systems which are not subject to signal deterioration. These network investments result in
reduced regeneration requirements for long distance transmissions and higher bandwidth capacity from
existing fiber optic cables which enhances our ability to serve global businesses cost effectively.

Strategy

Our objective is to use our strategic assets and customer base to be a leader in each of our target
segments and deliver long-term sustainable growth. Key elements of our strategy include:

Target high growth data businesses: Our strategy is to focus primarily on higher growth and higher
value-added data services that we can provide utilizing our extensive, high quality global networks. We
believe this will decrease our reliance on traditional voice services, which have experienced pricing
pressures in recent years.

Continue our focus on corporate enterprises: We are continually realigning our businesses with the
customer bases they serve. We expect to further focus our resources, including assets, technical
expertise and marketing skills, to better serve and grow our presence with corporate enterprise
customers.

Rapidly deploy managed web hosting services: We plan to take advantage of the managed web
hosting and data capabilities of Digex acquired through our merger with Intermedia. By combining
Digex’s comprehensive portfolio of hosting products with our extensive networks and customer
relationships, we believe we will be able to strongly compete for e-commerce services.

Aggressively expand virtual private network services using internet protocol:  Virtual private networks
are private corporate communications networks and are often replacing or supplementing private line
or frame relay networks as a cost effective and flexible solution for mid-sized and large corporate
enterprises. We view this segment as a key contributor to our future growth and an integral part of our
high-value service strategy. With our network capabilities, we intend to leverage the global reach and
quality of our networks to capitalize on this higher growth and higher margin segment.

Maintain leadership in internet data transport and access: We plan to remain at the forefront of
Internet protocol implementation worldwide. We expect Internet protocol services such as virtual
private networks and e-business applications to proliferate and we plan to use our tradition of
pioneering innovative Internet infrastructure services to expand our Internet value-added services.

Expand globally: We intend to leverage our global network capabilities by integrating existing
platforms and deploying selected technologies. We believe this will allow us to expand product coverage
while reducing costs. The net result to our customer is a portfolio of competitive products with global
reach. We believe that international growth will continue.



Utilize our extensive networks: We plan to continue to utilize our networks to benefit our
customers and reduce our costs. The global reach and quality of our networks enable us to provide
complex services at low operating costs as a result of our facilities-based, on-net approach. The on-net
approach allows our customers to send data streams or voice traffic locally, across the United States, or
to any of our facilities-based networks in Europe, Africa or Asia, without ever leaving our networks.
We believe this approach lowers our operating costs and provides our customers with superior
reliability and quality of service. Our networks are also highly adaptable for future capacity expansions
at lower per unit costs, and are designed to cost-effectively integrate future generations of optical-
networking components to enhance efficiency and quality.

Description of Services

We provide a broad range of enhanced data and voice communications and managed network
services through our direct commercial sales force of approximately 8,000 people. Core services include
data services, Internet services, commercial local and long distance voice communications and
international communications services.

Data Services

The ability of businesses to transmit data within their company or outside to business partners is a
critical function today. Over the last 10 years, businesses made significant investments in software
development and equipment purchases to effectively process and transmit this data and information.
The Internet also introduced yet another means to communicate digitally worldwide.

We continue to make significant investments in network technologies to satisfy the continuing
demand in high bandwidth data processing. Our global frame relay, asynchronous transfer mode and
Internet protocol networks provide a full spectrum of public and private network options for any data
transmission requirement. The ability to interconnect and to increase the bandwidth capacity of these
networks protects customers’ existing investments in established networks while taking advantage of the
newest technologies.

Frame Relay: Frame relay is a high-speed communications technology that divides the information
into frames or packets. Each frame has an address that the network uses to determine the destination
of the frame. The frames travel through a series of switches within the frame relay network to arrive at
their destination. This technology gives businesses a cost-effective, flexible way to connect local area
networks, system network architecture, voice, and Internet protocol-based applications. Local area
networks are computer networks which span a relatively small area and system network architecture is
a protocol for connecting computers.

Our frame relay service, which is operated over our own facilities, is available in 46 countries and
is supplemented by network-to-network interface partnerships that reach additional locations
worldwide. These networks allow us to provide our customers around the globe with the highest quality
standards of service.

Asynchronous Transfer Mode: Our on-net asynchronous transfer mode service is a technology and
protocol structure that integrates data, voice, and video over a single communications network while
offering a variety of access speeds and multiple service categories. Asynchronous transfer mode
technology is able to service both the local area networks and wide area networks, which are computer
networks spanning a large geographic area, providing scalability for users’ current and future needs.

Our asynchronous transfer mode services use our highly redundant OC-48 backbone to obtain
these networking advantages. OC-48 refers to a type of high speed optical carrier and backbone refers
to the network connecting the system. These public data networking services offer a number of
different access speeds and support multiple classes of service to meet customers’ application needs.



The nature of the services provides users with the security and control of a private network, plus the
flexibility and economies of a public network. Our asynchronous transfer mode services allow for the
consolidation of applications into a single network service, reducing network, equipment and
operational costs.

Data services revenue for 2001 grew by approximately 16.7% to $8.6 billion, or 24.5% of
WorldCom total revenues, versus $7.4 billion, or 18.9% of WorldCom total revenues, for 2000 and
$5.8 billion, or 16.2% of WorldCom total revenues, for 1999.

Internet Services

As a leading Internet backbone provider, we offer a comprehensive range of Internet access and
value-added options, applications and services tailored to meet the needs of businesses and other
telecommunications providers. Our Internet products and services include dedicated Internet access,
managed networking services and applications (such as virtual private networks), web hosting and
electronic commerce and transaction services (such as web centers and credit card transaction
processing).

Internet Access and Transport: Our Internet infrastructure is based on our OC-192c¢ and OC-48c
optical networks which use a combination of asynchronous transfer mode, frame relay and router
technologies at the transport layer for both metropolitan and inter-regional connectivity. This network
infrastructure enables customers to access the Internet through dedicated lines. Once connected, the
customer’s traffic is routed through our networks to the desired Internet location, whether on our
networks or elsewhere on the Internet.

Through our networks, we offer the following access products to our customers:
* high speed T1/T3 connections;

* Internet gateway services which provide the hardware and software to link a customer’s network
to the Internet;

* frame relay to Internet protocol connections;

 asynchronous transfer mode to Internet protocol connections;
* digital subscriber line; and

* metropolitan area exchanges asynchronous transfer mode.

These access options provide the variety of bandwidth choices required for all business types and
sizes.

Virtual Private Networks: We provide virtual private networks on public and shared environments
for small and large customers. Our customers use virtual private networks to connect their corporate
intranets, data centers, remote users, and the World Wide Web via the public Internet.

Our virtual private network service includes built-in encryption, bandwidth prioritization and
24-hour centralized management and monitoring services. Virtual private network services are already
available in 26 countries, with continued expansion planned.

Managed Hosting for Business on the Internet: We are a leading managed hosting provider for
businesses on the Internet. Our suite of services include:

* web site management services, such as operating and supporting Windows NT and UNIX based
dedicated servers;
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¢ application hosting services, such as application support for various operating systems, web
Y
servers, directory services, database servers, application servers and commerce suites;

* integrated business solutions, such as e-commerce, business intelligence and office solutions; and

* enterprise and professional services, such as fire wall management, stress testing, customized web
site activity reporting and enhanced security service.

We deliver our services from geographically distributed, advanced Internet data centers that are
connected to our dedicated and redundant Internet backbone network. Our tailored solutions are
designed to integrate with existing enterprise systems architectures and to enable customers to
outsource the monitoring, administration and optimization of their equipment, applications and overall
Internet operations.

Through our controlling interest in Digex, we have been able to expand our web hosting by
providing a comprehensive portfolio of hosting products and services for mid-sized and large
businesses. These services enable businesses to more rapidly and cost-effectively deploy secure and
reliable business solutions, including on-line financial services, on-line procurement, electronic retailing
and customer self-service applications, to our customers over the Internet.

Internet services revenue for 2001 grew by approximately 28.7% to $3.2 billion, or 9.0% of
WorldCom total revenues, versus $2.5 billion, or 6.3% of WorldCom total revenues, for 2000 and
$1.6 billion, or 4.3% of WorldCom total revenues, for 1999.

Commercial local and long distance voice communications

We provide a single source for integrated local and long distance telecommunications services and
facilities management services to businesses, government entities and other telecommunications
companies.

The market for local exchange services consists of a number of distinct service components. These
services include:

* local network services, which generally include basic dial tone and private line services;
* network access services, which consist of the local portion of long distance telephone calls; and
* long distance network services.

We also offer a broad range of related services that enhance customer convenience, add value and
provide additional revenue sources. Advanced toll-free services offer features for caller and customer
convenience, including a variety of call routing and call blocking options, customer reconfiguration,
termination overflow to switched or dedicated lines, dialed number identification service, real-time
automatic number identification and flexible after-hours call handling services.

Commercial local and long distance voice services revenues for 2001 were $6.6 billion, or 18.7% of
WorldCom total revenues, versus $7.0 billion, or 18.0% of WorldCom total revenues, for 2000 and
$7.4 billion, or 20.7% of WorldCom total revenues, for 1999.
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International Operations

Our global strategy is enabled by our position as an owner of telecommunications infrastructure
throughout Europe, the Middle East, Africa, Asia Pacific and North America. Our international
strategy is to use this foundation to design and deliver product sets and features globally so that
multinational enterprises enjoy a consistency in service performance regardless of geography.

We provide switched voice, private line, and/or value-added data services over our own facilities
and leased facilities in the United Kingdom, Germany, France, the Netherlands, Sweden, Switzerland,
Belgium, Italy, Ireland, Luxembourg, Denmark, Finland, Hungary, Poland, Portugal, the Czech
Republic, Greece, Israel, Austria, Norway and Spain. We operate metropolitan digital fiber optic
networks in London, Paris, Frankfurt, Hamburg, Dusseldorf, Amsterdam, Rotterdam, Stockholm,
Brussels, Zurich, Geneva, Dublin and Milan. We also offer international services over owned and
leased facilities in selected Asian and African markets, including Australia, Japan, Hong Kong,
Singapore, New Zealand, Indonesia, Malaysia, Thailand, Philippines, Taiwan, South Korea, China,
India, South Africa, Botswana, Namibia, Kenya and Zambia. We were granted authority in the first
quarter of 1998 to serve as a local and international facilities-based carrier in Australia and Japan and
now operate metropolitan digital fiber optic networks in Sydney, Melbourne, Osaka and Tokyo. In early
2000 we were also granted a Type 1 license in Singapore, where we also operate a metropolitan digital
fiber network.

Data centers are being deployed throughout Europe and Asia Pacific, interconnected with the
global networks, allowing us to expand into new business areas using our worldwide
telecommunications infrastructure as the platform for technology and service expansion.

Our equity investment in Embratel further extends our local-to-global-to-local strategy. Embratel’s
business consists principally of providing intra-regional long distance, inter-regional long distance and
international long distance telecommunications services as well as data communications, text, Internet
services and mobile satellite and maritime communications services. Embratel operates under a
domestic long distance concession and an international long distance concession granted by Brazil’s
Agencia Nacional de Telecomunicacoes.

During the second quarter of 2001, we reached a long-term strategic decision to restructure our
investment in Embratel. The restructuring included the resignation of certain Embratel board of
directors seats, the irrevocable obligation to vote a portion of our common shares in a specified
manner and the transfer of certain economic rights associated with such shares to an unrelated third
party. Based on these actions, the accounting principles generally accepted in the United States prohibit
the continued consolidation of Embratel’s results. Accordingly, we have deconsolidated Embratel’s
results effective January 1, 2001.

Revenues from international operations for 2001 were approximately $3.0 billion, or 8.5% of
WorldCom total revenues, versus $5.9 billion, or 15.0% of WorldCom total revenues, for 2000 and
$4.4 billion, or 12.2% of WorldCom total revenues for 1999. Excluding Embratel in the 2000 period,
international revenues increased 25.8% from $2.4 billion, or 6.7% of WorldCom total revenues for
2000.

Facilities
Networks

We own domestic long distance, international and multi-city local service fiber optic networks with
access to additional fiber optic networks through lease agreements with other carriers. Additionally, we
own and lease trans-oceanic cable capacity in the Atlantic and Pacific Oceans.
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Deployed in business centers throughout the United States, Western Europe, the United Kingdom,
Australia and Japan, our local networks are constructed using a closed loop which is referred to as ring
topology. Transmission networks are based on optical network equipment. Network backbones and local
networks are installed in rights-of-way owned by us or leased from third parties such as utilities,
railroads, long distance carriers, state highway authorities, local governments and transit authorities.
Lease arrangements are generally executed under multi-year terms with renewal options and are
non-exclusive.

The long distance and local networks are protected by systems that are capable of restoring
backbone traffic in the event of an outage in milliseconds. In addition, long distance and local switched
traffic is dynamically rerouted via switch software to any available capacity to complete calls.

To serve customers in buildings that are not located directly on the fiber networks, we utilize
leased T-3s, T-1s or local connections obtained from the traditional local phone companies, competitive
local exchange carriers and other carriers who serve these buildings.

Our Internet infrastructure is based on our OC-192¢ and OC-48c optical networks which use a
combination of asynchronous transfer mode, frame relay and router technologies to transport data.

We are deploying technology that integrates wide area networks for businesses with the public
switched telecommunications network utilizing voice-over-Internet protocol gateways and session
initiated protocol, which will provide businesses with a wide range of Internet voice and messaging
services.

The WorldCom group is allocated an expense and the MCI group is allocated a corresponding
decrease in depreciation expense for the use by the WorldCom group of the business voice switches
attributed to the MCI group. The allocation is equal to a proportion, based on usage, of the MCI
group’s related costs. All other material transactions between the groups are intended to be on an
arm’s-length basis.

Internationally, we own or lease fiber optic capacity on most major international undersea cable
systems in the Pacific and Atlantic Ocean regions. We also own fiber optic capacity for services to
Eastern Europe, Asia, Central America, South America and the Caribbean. Furthermore, we own and
operate 36 international gateway satellite earth station antennas, which enable us to extend public
switched and private line voice and data communications to and from locations throughout the world.

Our network statistics, excluding Embratel, are as follows:

December 31, December 31,

2000 2001
Domestic and international long distance route miles .......... 56,496 58,832
Local domestic and international route miles . ............... 10,153 10,937
Voice grade equivalents . . . ........... .. 65,537,123 76,415,566
Buildings connected . ....... ... ... 61,674 79,383
Domestic telecom collocations . . .. ................... 477 531
Facilities based Cities . . . . . ..o ittt 123 124

Data Network Switching

Our asynchronous transfer mode networks utilize our intracity fiber connections to customers,
asynchronous transfer mode switches and high-capacity fiber optic networks. Asynchronous transfer
mode is a switching and transmission technology based on encapsulation of information in short
(53-byte) fixed-length packets or “cells.” Asynchronous transfer mode switching was specifically
developed to allow simultaneous switching and transmission of mixed voice, data and video (sometimes
referred to as “multimedia” information at various rates of transmission). In addition, characteristics of
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asynchronous transfer mode switching allow switching information to be directly encoded in integrated
circuitry rather than in software.

Our frame relay networks utilize our owned and maintained frame relay switches and our
high-capacity fiber optic networks to provide data networking services to commercial customers.
Networking equipment at customer sites connects to our frame relay switches which in turn are
connected to each other via our extensive fiber optic networks. Frame relay utilizes variable length
frames of data to transport customer data from one customer location across our networks to another
customer location. Customers utilize the frame relay technology to support traditional business
applications such as connecting local networks and financial applications.

Rates and Charges

Domestic and international business switched voice services originating in the United States are
primarily billed in six-second increments; other rate structures bill in 18, 30 or 60 second increments.
Switched voice services originating in international markets are billed in increments subject to local
market conditions and interconnect agreements. Switched long distance services are billed in arrears,
with monthly billing statements itemizing date, time, duration and charges. Local charges may be billed
in arrears or in advance. Fixed recurring charges are billed in advance while metered charges are billed
in arrears. Data services are generally billed a fixed rate per circuit and, depending on the service, a
separate fixed network port charge. Data service rates are based on the speed of transmission, and
depending on the service type, may be billed in arrears or in advance. Private line services are billed
monthly in advance, with the invoice indicating applicable rates by circuit. Our rates are generally
designed to be competitive with those charged by other long distance and local carriers.

Our Internet access products are sold in the United States and in many foreign countries for both
domestic and global Internet services. Prices vary, based on service type. Due to various factors, such as
available telecommunications technology, foreign government regulation and market demand, the
service options offered outside of the United States vary as to speed, price and suitability for various
purposes.

Sales and Marketing

We market our business communications services primarily through a direct sales force targeted at
markets defined by both communications needs and geographies. Our commercial sales force of
approximately 8,000 people, also provides advanced data specialization for the domestic and
international marketplaces, including private line services.

Our sales force can be grouped primarily into three channels. The first targets small to large
U.S.-centric enterprises in the U.S. The second addresses the same small to large enterprises outside
the U.S. The third channel serves the largest 250 multinational corporations with a unified sales and
service organization that mirrors the customers’ own operations.

In each of our geographic markets, we employ full service support teams that provide our
customers with prompt and personal attention. Our localized management, sales and customer support
are designed to engender a high degree of customer loyalty and service quality.

Additionally, during 2001 we launched an online sales and support channel that complements our
activities to reach smaller U.S.-based businesses. This web-based channel offers a suite of basic data
and voice services in a cost-efficient manner.

Competition

The telecommunications industry is extremely competitive, and we expect that competition will
intensify in the future. We face substantial competition in each of our business segments. Some of our
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existing and potential competitors have financial and other resources significantly greater than ours.
Moreover, some of these providers presently enjoy advantages as a result of their historic monopoly
control over local exchange facilities. A number of traditional and emerging competitors have made
significant investments in advanced fiber optic network facilities. In addition to voice and data
competition from long distance service competitors, a number of facilities-based competitive local
exchange carriers and cable television multi-system operators plan to offer local telecommunications
services in major U.S. cities over their own facilities or through resale of the local exchange carriers’ or
other providers’ services.

Increasingly, we also must compete with equipment vendors and consulting companies in emerging
Internet service markets. Companies have obtained or expanded their Internet-based services as a
result of network deployment, acquisitions and strategic investments. We expect these acquisitions and
strategic investments to increase, thus creating significant new competitors. Furthermore, we expect
these firms to devote greater resources to develop new competitive products and services and to market
those and existing products and services.

Overseas, we compete with new entrants as well as with incumbent providers, some of which still
are partially government-owned, have special regulatory status along with the exclusive rights to provide
services, and virtually all of which have historically dominated their local, domestic long distance and
international services business. These incumbent providers enjoy numerous competitive advantages
including existing facilities, customer loyalty, and substantial financial resources. We often must rely on
facilities or termination services from these incumbent providers. We also compete with other service
providers, some of which are affiliated with incumbent providers in other countries. We devote
extensive resources to obtaining regulatory approvals necessary to operate overseas, and to obtain
access to and interconnect with the incumbent’s network on a non-discriminatory basis. In Europe, we
compete directly with companies such as British Telecom, Deutsche Telekom, Cable & Wireless, France
Telecom and Equant, global telecommunications alliances and with regional Internet service providers
such as Terra and Oleane.

The development of new technologies and increased availability of domestic and international
transmission capacity may also give rise to new competitive pressures. For example, even though fiber
optic networks, such as those used by us, are now widely used for long distance transmission, it is
possible that the desirability of these networks could be adversely affected by changing technology. The
telecommunications industry is in a period of rapid technological evolution, marked by the introduction
of new routing and switching technologies, new services, and increasing wireless, satellite and fiber optic
transmission capacity for services similar to those provided by us. We cannot predict with certainty
which of many possible future product and service offerings will help maintain our competitive position
or what expenditures will be required to develop and provide these products and services. Nor can we
predict whether spectrum rights that we hold will be affected by regulatory decisions to re-allocate
spectrum for other uses, or whether current deployment plans for our multichannel multipoint
distribution services will be sustainable if spectrum reallocation occurs.

Under the Telecom Act and ensuing federal and state regulatory initiatives, many barriers to local
exchange competition are being eliminated. The introduction of competition, however, also establishes,
in part, the ability of the traditional local phone companies to provide inter-LATA long distance
services within a particular region. Local access and transport area, or LATA, refers to an area within a
geographic region. To date, the FCC has granted applications by Verizon for the states of New York,
Massachusetts, Pennsylvania, Connecticut and Rhode Island and by SBC for Texas, Kansas, Oklahoma,
Missouri and Arkansas to provide in-region inter-LATA services. We believe the traditional local phone
companies will continue to seek to enter these markets given their ownership of extensive facilities in
their local service regions, their long-standing customer relationships and their very substantial capital
and other financial resources. As the traditional local phone companies are allowed to offer in-region
long distance services in additional states, they will be in a position to offer single source local and long
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distance service similar, if not superior, to that being offered by us. We expect that increased
competition will result in additional pricing and margin pressures in the domestic telecommunications
services business. In addition, wireless carriers increasingly compete for consumers through nationwide
or regional “bucket of minutes plans.” Indeed, wireless competition and the availability of inexpensive
long-haul transport has already significantly reduced consumer long distance pricing, and as a result
negatively affected the profitability of traditional service providers. As rates stabilize, we expect to
compete effectively as a result of our innovation, quality and diversity of services, our ability to offer a
combination of services, and our level of customer service.

As noted, we offer data communications and Internet-based services, including web hosting,
collocation services, virtual private network services, dedicated and wholesale Internet access, and
related services. This is an extremely competitive business and we expect that competition will intensify
in the future. We believe that the ability to compete successfully in this arena depends on a number of
factors, including:

* industry presence;

* the ability to expand rapidly;

* the capacity, reliability and security of network infrastructure;

* case of access to and navigation on the Internet;

* the pricing policies of our competitors and suppliers;

* the timing of the introduction of new products and services by us and our competitors;

* our ability to support industry standards; and

* industry and overall economic trends.
Our success will depend heavily upon our ability to provide high quality data communications services,
including Internet connectivity and value-added Internet services, at competitive prices.
Employees

Through our businesses attributed to the WorldCom group, we employed a total of approximately
61,800 full and part-time personnel, including Digex, as of February 28, 2002, approximately 400 of
whom are represented by organized labor organizations. We consider our relationship with these
employees to be good.

Patents, Trademarks, Tradenames and Service Marks

We actively pursue the protection of intellectual property rights in the United States and relevant
foreign jurisdictions. Our continuing efforts have produced numerous issued patents and pending patent
applications on innovative technology.

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for use of
the MCI tradenames for the next four years based on the following schedule:

2002: $30.0 million
2003: $35.0 million
2004: $40.0 million
2005: $45.0 million
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Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, depreciation and amortization expense associated with
the MCI tradenames allocated to the WorldCom group was decreased by $27.5 million per annum for
use of the MCI tradenames by the MCI group.

Regulation and Litigation

We are involved in legal and regulatory proceedings that are incidental to our business and have
included loss contingencies in other current liabilities and other liabilities for these matters in our
financial statements. In some instances, rulings by federal, state and international regulatory authorities
may result in increased operating costs to us. The results of these various legal and regulatory matters
are uncertain and could have a material adverse effect on our consolidated results of operations or
financial position.

Regulation

We are subject to varying degrees of federal, state, local and international regulation. In the
United States, our subsidiaries are most heavily regulated by the states, especially for the provision of
local exchange services. Our subsidiaries must be certified separately in each state to offer local
exchange and intrastate long distance services. No state, however, subjects us to rate of return
regulation, nor are we currently required to obtain FCC authorization for installation or operation of
our network facilities used for domestic services, other than licenses for specific multichannel
multipoint distribution services, wireless communications service and terrestrial microwave and satellite
earth station facilities that utilize radio frequency spectrum. FCC approval is required, however, for the
installation and operation of our international facilities and services. We are subject to varying degrees
of regulation in the foreign jurisdictions in which we conduct business, including authorization for the
installation and operation of network facilities. Although the trend in federal, state and international
regulation appears to favor increased competition, no assurance can be given that changes in current or
future regulations adopted by the FCC, state or foreign regulators or legislative initiatives in the United
States or abroad would not have a material adverse effect on us.

In August 1996, the FCC established nationwide rules pursuant to the Telecom Act designed to
encourage new entrants to compete in local service markets through interconnection with the
traditional local phone companies, resale of traditional local phone companies’ retail services, and use
of individual and combinations of unbundled network elements, owned by the traditional local phone
companies. Unbundled network elements are defined in the Telecom Act as any “facility or equipment
used in the provision of a telecommunication service,” as well as “features, function, and capabilities
that are provided by means of such facility or equipment.” In January 1999, the Supreme Court of the
United States confirmed the FCC’s authority to issue the rules, including a pricing methodology for
unbundled network elements. On remand, the FCC clarified the requirement that traditional local
phone companies make specific unbundled network elements available to new entrants. The traditional
local phone companies have sought reconsideration of the FCC’s order and have petitioned for review
of the order in the United States Court of Appeals for the D.C. Circuit. That case is pending.

In its January 1999 decision, the Supreme Court remanded to the United States Court of Appeals
for the Eighth Circuit various substantive questions concerning the FCC’s rules for pricing unbundled
network elements. In July 2000, the Eighth Circuit upheld the use of a forward-looking methodology
but struck down the portion of the rule that calculates costs based on efficient technology and design
choices. At the request of various parties, including us, the Supreme Court is reviewing the Eighth
Circuit’s decision. The Supreme Court heard oral argument in October 2001, and a ruling is expected
in the first half of 2002.
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In December 1999, the FCC concluded that in providing high-speed digital subscriber line services,
the incumbent local phone companies should be required to share primary telephone lines with
competitive local exchange carriers, and the FCC identified the high frequency portion of the loop as a
network element. In January 2001, the FCC clarified that the requirement to share lines applies to the
entire loop, even where the traditional incumbent local phone company has deployed fiber in the loop.
Under the order, the incumbent local phone companies must permit competing carriers to
self-provision or partner with a data carrier in order to furnish voice and data service on the same line.
The incumbent local phone companies have appealed these two rulings and we have intervened in
support of the FCC.

In December 2001 and February 2002, the FCC issued a series of Notices of Proposed
Rulemaking, seeking to streamline and simplify the requirements imposed on traditional local phone
companies with respect to unbundled network elements, broadband Internet access, and advanced
services. Comments are due during the spring of 2002, and decisions are expected before the end of
2002. WorldCom cannot predict the outcome of these proceedings. However, if regulations are
streamlined or removed, there are elements and combinations of elements upon which WorldCom
relies to provide local services, broadband and advanced services that might no longer be required as a
matter of federal regulation.

The Telecom Act requires traditional local phone companies to petition the FCC for permission to
offer long distance services for each state within their region. Under section 271 of the Telecom Act,
for these applications to be granted, the FCC must find, among other things, that the traditional local
phone company has demonstrated that it has satisfied a 14-point competitive checklist to open its local
network to competition and that granting the petition is in the public interest. To date, the FCC has
rejected five traditional local phone company applications and it has granted ten: Verizon’s for New
York, Massachusetts, Connecticut, Pennsylvania and Rhode Island and SBC’s for Texas, Kansas,
Oklahoma, Missouri and Arkansas. WorldCom and other competitive carriers appealed to the D.C.
Circuit the approvals for Kansas, Oklahoma and Massachusetts. On December 28, 2001, the D.C.
Circuit decided that the FCC had not adequately addressed whether the prices charged for leasing
network elements by SBC in Kansas and Oklahoma create a price squeeze which violated the standards
for SBC to gain long distance approval. Without vacating the approval, the D.C. Circuit remanded the
case to the FCC for it to address the price squeeze issue. A briefing schedule has not been established
for the Massachusetts appeal. BellSouth has filed applications to offer long distance service for Georgia
and Louisiana, and Verizon has filed applications for Vermont and New Jersey. Other applications may
be filed at any time. We have challenged, and will continue to challenge, any application that does not
satisfy the requirements of section 271 or the FCC’s local competition rules. To date, these challenges
have focused on the pricing of unbundled network elements and on the adequacy of the traditional
local phone companies’ operations support systems. In addition, legislation has been introduced in
Congress that would have the effect of allowing traditional local phone companies to offer in-region
long distance data services without satisfying section 271 of the Telecom Act and/or of making it more
difficult for competitors to resell incumbent local phone company high-speed Internet access services or
to lease the unbundled network elements used to provide these services. To date, WorldCom and others
have successfully opposed these legislative initiatives.

In February 1999, the FCC issued a Declaratory Ruling and Notice of Proposed Rulemaking
regarding the regulatory treatment of calls to Internet service providers. Prior to the FCC’s order, over
thirty state public utility commissions issued orders finding that carriers, including us, are entitled to
collect reciprocal compensation for completing calls to Internet service providers under the terms of
their interconnection agreements with traditional local phone companies. Many of these public utility
commission decisions were appealed by the traditional local phone companies and, since the FCC’s
order, many traditional local phone companies have filed new cases at the public utility commissions or
in court. We petitioned for review of the FCC’s order in the D.C. Circuit, which vacated the order and
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remanded the case to the FCC for further proceedings. In April 2001, the FCC issued an Order on
Remand and Report and Order asserting jurisdiction over calls to Internet service providers and
establishing a three-year transitional scheme of decreasing reciprocal compensation rates. We filed a
petition for review of the FCC’s order with the D.C. Circuit, and the Court heard oral arguments on
February 12, 2002.

It is possible that spectrum rights held may be disrupted by FCC decisions to re-allocate some or
all of that spectrum to other services. If this re-allocation were to occur, we cannot predict whether
current deployment plans for our multi-channel multipoint distribution service services will be
sustainable.

Litigation

In November 2000, class action complaints were filed in the United States District Courts for the
Southern District of Mississippi, the Southern District of New York, and the District of Columbia
against WorldCom and some of our executive officers. All of these actions were consolidated in the
Southern District of Mississippi on March 27, 2001, along with another purported class action lawsuit
filed on behalf of individuals who purchased stock in Intermedia between September 5 and
November 1, 2000, which action asserts substantially similar claims and alleges that after the
announcement of the WorldCom-Intermedia merger, the price of Intermedia stock was tied to the price
of WorldCom stock. On June 1, 2001, the plaintiffs filed a consolidated amended complaint. Among
other things, the consolidated amended complaint alleged that statements regarding WorldCom’s
revenues, the integration of MCI, the success of UUNET Technologies, and the expansion of
WorldCom’s network were false; WorldCom’s financial disclosures were false; and WorldCom’s
announcement of its “generation d” initiative was misleading. Based on these allegations, the
consolidated amended complaint asserts claims for violation of Section 10(b) of the Securities Exchange
Act of 1934 and Rule 10b-5 promulgated thereunder and Section 20(a) of the Securities Exchange Act
of 1934. The consolidated amended complaint seeks to certify a class of persons who purchased
WorldCom shares between February 10, 2000 and November 1, 2000, inclusive; it does not assert
separate claims on behalf of purchasers of Intermedia shares. On August 7, 2001, WorldCom and the
individual defendants filed a motion to dismiss the consolidated amended complaint in its entirety. We
believe that the factual allegations and legal claims asserted in the consolidated amended complaint are
without merit and intend to defend them vigorously.

In August 1997, three complaints were filed in the United States District Court for the District of
Columbia, as class actions on behalf of purchasers of MCI shares. The three cases were consolidated
on April 1, 1998. On or about May 8, 1998, the plaintiffs in all three cases filed a consolidated
amended complaint alleging, on behalf of purchasers of MCI’s shares between July 11, 1997 and
August 21, 1997, inclusive, that MCI and some of its officers and directors failed to disclose material
information about MCI, including that MCI was renegotiating the terms of the MCI BT merger
agreement. The consolidated amended complaint seeks damages and other relief. WorldCom and the
other defendants have moved to dismiss the consolidated amended complaint.
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MCI Group Operations
Overview

We provide a broad range of retail and wholesale communications services, including long distance
voice and data communications, consumer local voice communications, wireless messaging, private line
services and dial-up Internet access services. Our retail services are provided to consumers and small
businesses in the United States. We are the second largest carrier of long distance telecommunications
services in the United States. We provide services such as: basic long distance telephone service, dial
around, collect calling, operator assistance and calling card services (including prepaid calling cards)
and toll-free or 800 services to approximately 20 million residential and small business customers and
over 470 carriers and other resellers. We offer these services individually and in combinations. Through
combined offerings, we provide customers with benefits such as single billing, unified services for multi-
location companies and customized calling plans. Our wholesale businesses include wholesale voice and
data services provided to carrier customers and other resellers, and dial-up Internet access services.

Our management’s goal is to use our existing market positions and assets opportunistically to
optimize cash flow, while paying dividends and retiring the debt attributed to the MCI group. Available
cash flow, after dividend payments, will be available for debt repayments and possible share
repurchases. The businesses attributed to the MCI group have significant assets, including the
nationally recognized brand, extensive customer relationships, 19 call centers with highly effective sales
representatives and a tradition of developing innovative calling plans that enhance customer retention.
Management believes it can leverage these strengths to deliver new services and to bundle existing
services.

The businesses attributed to the MCI group accounted for 39.3% of our revenues, (1.7)% of our
net income and 13.4% of our assets for the year ended December 31, 2001. For the year ended
December 31, 2000, the MCI group accounted for 41.8% of our revenues, 38.0% of our net income
and 14.8% of our assets.

Industry

The communications services industry continues to change both domestically and internationally,
providing significant opportunities and risks to the participants in these markets. In the United States,
the Telecom Act significantly impacted our business by establishing a statutory framework for opening
the U.S. local service markets to competition and by allowing the traditional local phone companies to
provide in-region long distance services. In addition, prices for long distance minutes and other basic
communications services declined as a result of competitive pressures, the introduction of more
efficient networks and advanced technologies, product substitution, and deregulation. Competition in
these segments is based more on price and less on other differentiating factors that appeal to the larger
business market customers including: range of services offered, bundling of products, customer service,
and communications quality, reliability and availability.

The wholesale business is currently undergoing a similar transformation. The decreasing number of
switchless long distance resellers combined with the intense competition has led to significant price
declines and margin pressure.

The consumer and small business long distance segment is characterized by rapid deregulation and
intense competition among long distance providers, and more recently, traditional local phone
companies. Under the Telecom Act, traditional local phone companies may offer long distance services
in a state within its region if the FCC finds first, that the traditional local phone company’s service
territory within the state has been sufficiently opened to local competition and second, that allowing
the traditional local phone company to provide these services is in the public interest. We have
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challenged, and will continue to challenge, any application that does not meet the criteria envisioned by
the Telecom Act or the related rules relating to local competition issued by the FCC.

Strategy

Because of changes in the communications industry, our objective is to leverage the assets
attributed to the MCI group and our established market presence to maximize cash flow returns from
our mature businesses attributed to the MCI group. With respect to the businesses attributed to the
MCI group we intend to:

Optimize resources: We intend to focus our strategies on enhancing margins and cash flow. We
expect to be opportunistic and undertake only those initiatives that can generate cash flow without
significant capital commitment.

Leverage MCI brand: The internationally recognized MCI brand will be an important component
of our marketing initiatives.

Leverage marketing channels: We intend to enhance the utilization of our existing telemarketing
centers and mass-market distribution channels to grow our customer base, enhance customer retention
and expand our consumer product offerings.

Expand local services: 'We have entered local communications markets in New York, Pennsylvania,
Texas, Illinois, Michigan, Georgia, California, Florida and Ohio and will selectively evaluate similar
opportunities.

Improve operations support systems and automation: We intend to continue to improve operations
support systems and increase automation to improve efficiency, enhance customer service and develop
a platform for more value-added services.

Continue to leverage advanced networks: We intend to continue to leverage WorldCom’s extensive,
advanced and scaleable fiber optic networks to provide differentiated services at competitive rates.

Description of Services

The MCI group’s services include long distance voice communications, local voice communications,
wireless messaging and other services, wholesale communications services as well as dial-up Internet
access. We believe that our assets attributed to the MCI group, including the call centers, sales
representatives, customer relationships and our significant marketing skills will allow us to expand our
products and services to our existing consumer base without significantly increasing capital spending.

Long Distance Voice Communications

We are the second largest provider of long distance telecommunications services in the United
States, including consumer, small business and wholesale. We offer domestic and international voice
services, including basic long distance telephone, dial around, collect calling, operator assistance and
calling card (including prepaid cards), 800 services, and directory services. Long distance voice services
are offered individually or combined as a bundle with other services such as local voice services. Our
market position in the long distance voice segment is sustained by our telemarketing and other
marketing channels and marketing support for the MCI brand. In the year ended December 31, 2001,
we provided 94.7 billion minutes of service compared to 104.4 billion in 2000 and 92.9 billion minutes
in 1999. For the year ended December 31, 2001, long distance services, including consumer, small
business, wholesale and alternative channels, provided $10.2 billion of revenues, or 28.9% of WorldCom
total revenues, versus $12.4 billion of revenues, or 31.7% of WorldCom total revenues, for 2000 and
$12.6 billion of revenues, or 35.0% of WorldCom total revenues, for 1999.
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Consumer Local Voice Communications

We are aggressively, yet prudently expanding our local service and we have selectively entered local
exchange markets, including New York, Pennsylvania, Texas, Illinois, Michigan, Georgia, California,
Florida and Ohio. We provide local toll and switched access services to residential and small business
customers, typically through our own switches and through unbundled network elements leased from
traditional local phone companies. We usually lease the underlying traditional local phone company
network elements as a bundle, consisting of seven elements, most notably the local wire to the
customer, the switch equipment, and call switching. We pay the traditional local phone company a
monthly fee for the local wire to the customer and switch equipment and a per-minute fee for
switching. This mode of service delivery enables us to lower the cost of providing call origination as
well as providing us with call termination revenue. For those customers who subscribe for both local
and long distance services, we offer an “all-distance” calling plan that bundles the services at an
attractive price for the customer and enhances customer retention.

As of December 31, 2001, we had a total of 1.5 million local exchange customers. Approximately
83% of our local exchange customers also subscribe to our long distance service. The consolidated local
and long distance subscribers deliver three times the lifetime revenue of standalone long distance
customers due to much higher monthly spending and lower subscriber churn. We estimate that our
market share in New York is 7%, Pennsylvania and Texas are 5%, Illinois is 6%, Michigan is 9% and
Georgia is 4% and local service in California, Florida and Ohio each generated less than 1% of market
share. Additionally, we are able to reach 41% of all U.S. households in RBOC territories. For the year
ended December 31, 2001, consumer local services provided $500 million of revenue, or 1.4% of
WorldCom total revenues, versus $179 million, or 0.5% of WorldCom total revenues, for 2000 and
$41 million, or 0.1% of WorldCom total revenues, for 1999.

Dial-up Internet Access

Our dial-up Internet access business primarily serves consumer-oriented Internet service providers
that are accessed via dial-up modems. New technologies, including dedicated access provided by
carriers, and increased competition have caused significant price declines. Although we believe we are
well positioned in this segment due to the strength of our extensive customer relationships and the
scale of our networks, we expect pricing pressure to continue to negatively affect our business.

As of December 31, 2001, we managed 3.2 million modems versus 2.8 million modems as of
December 31, 2000. In addition, we provided 7.1 billion hours of Internet access for the year ended
December 31, 2001 versus 6.5 billion hours for 2000 and 4.2 billion hours for 1999. For the year ended
December 31, 2001, dial-up Internet access services provided $1.5 billion of revenue, or 4.4% of
WorldCom total revenues, versus $1.6 billion, or 4.2% of WorldCom total revenues, for 2000 and
$1.5 billion, or 4.2% of WorldCom total revenues, for 1999.

Wholesale Data Services

Our wholesale data services consist primarily of the sale of private lines to carrier customers. This
service experienced significant pricing pressure due largely to the entry of new competitors and the
build-out of facilities by our customers allowing them to provide more services over their own facilities.
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We anticipate that wholesale data services will increasingly become a smaller percentage of total
revenues as we focus on providing services to end-customers rather than competitive carriers. For the
year ended December 31, 2001, wholesale data services, including wholesale alternative channels,
provided $1.2 billion of revenue, or 3.3% of WorldCom total revenues, versus $1.4 billion, or 3.7% of
WorldCom total revenues, for 2000 and $1.5 billion, or 4.2% of WorldCom total revenues for 1999.

Wireless Messaging

We provide and market our paging services through SkyTel Communications, Inc., a leading
provider of wireless messaging services in the United States and a wholly owned subsidiary of
WorldCom. As of December 31, 2001, SkyTel had approximately 1.1 million units in service in the
United States which included approximately 600,000 domestic one-way units and 540,000 advanced
messaging units. For 2001, these services provided $441 million of revenue, or 1.3% of WorldCom total
revenues, versus $549 million, or 1.4% of WorldCom total revenues, for 2000 and $470 million, or 1.3%
of WorldCom total revenues, for 1999.

Facilities

Our long distance voice switches have been allocated to the MCI group. Domestic long distance
services are provided primarily over the fiber optic communications systems attributed to the
WorldCom group. To a lesser extent, we will continue to utilize transmission facilities leased from other
common carriers. International communications services are provided by submarine cable systems in
which WorldCom holds positions, satellites and facilities of other domestic and foreign carriers.

Long distance voice services are provided by long distance voice switches using circuit switched
technology. Voice switches are interconnected together and provide standard long distance voice
services as well as a variety of value-added services. To reduce capital investment in circuit switches, we
are deploying softswitches to process Internet dial-up access independent of our circuit switches. The
softswitches are general-purpose based computer systems which route calls directly to the public
Internet.

Our dial-up Internet access network consists of equipment and network configurations all generally
designed to terminate inbound Internet data calls from end users. Generally, the equipment consists of
network access servers, which are general purpose computing devices containing concentrated quantities
of digital modems. The equipment in off-net locations is, in many cases, owned and operated by the
traditional local phone company pursuant to service arrangements. The remaining equipment is owned
and maintained in our own facilities or in leased co-location facilities.

The MCI group is allocated an expense and the WorldCom group is allocated a corresponding
decrease in depreciation and amortization expense for the use by the MCI group of the fiber optic
systems and buildings, furniture, fixtures and equipment attributed to the WorldCom group. The
expense is equal to a proportion, based on usage, of the WorldCom group’s related costs. All other
material transactions between the groups are intended to be on an arm’s-length basis.

Most of our customers access their services through local interconnection facilities provided by the
traditional local phone companies. We utilize unbundled network elements to provide local services in
New York, Pennsylvania, Texas, Illinois, Michigan, Georgia, California, Florida and Ohio. As we expand
in other markets upon deregulation and market evaluation, we expect to continue to utilize unbundled
network elements to offer local communications services.
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Collectively, we own 19 call centers, which range in size from 40,000 square feet to over 100,000
square feet.

Rates and Charges

We charge switched customers on the basis of a fixed rate per line plus minutes or partial minutes
of usage at rates that vary with the distance, duration and time of day of the call. For local service,
customers are billed a fixed charge plus usage or flat rated charges depending on the plan chosen by
the customer. The rates charged are not affected by the particular transmission facilities selected by us.
Additional discounts are available to customers who generate higher volumes of monthly usage. Our
dial-up Internet access prices vary based on service type.

Sales and Marketing

We believe our sales and marketing capabilities are one of our strongest competitive advantages.
Telemarketing is a fundamental component of the sales effort for residential and small business
customers. Typically, over 50% of our residential and small business installations are sold through some
7,700 telemarketers based in 19 call centers nationwide. Our marketing partners, in turn, are a key
competitive advantage for differentiating long distance sales, offering consumers the opportunity to
earn frequent flyer miles, free video rentals, and similar awards based on long distance usage. Over
46% of subscription long distance minutes are generated by our 6.2 million partner customers.

We also increased our market share among high spending international callers through broad-
based marketing efforts. Moreover, we have successfully launched branded transaction products such as
“10-10-220” and “1-800-Collect.” Our industry leading “10-10-220” product provides a unique way for
customers to save on every call and helps maintain strong brand recognition.

Alternate marketing channels include direct sales agents and prepaid card distribution. There are
over 400 sales agents throughout the United States marketing to consumers and small businesses
through marketing groups. We retain a leading position in the prepaid calling card market as well.

Through our direct sales force, we market various services to resellers including customers such as
Verizon. We are a leader in the dial-up Internet access market segment with all major Internet service
providers as wholesale customers, including, among others, AOL, Earthlink, and MSN.

Competition

The telecommunications industry is extremely competitive, and we expect that competition will
intensify in the future. In each of our business segments, we face intense competition from other
service providers. The primary competitors in the domestic and international consumer segments are
AT&T, Sprint and, where they are permitted to offer in-region long distance service, Verizon and SBC.
We also compete against other facilities-based long distance providers, such as Qwest. The traditional
local phone companies presently have numerous advantages as a result of their historic monopoly
control over local exchanges, and some of our existing and potential competitors have financial and
other resources significantly greater than ours. A continuing trend toward business combinations and
alliances in the telecommunications industry may create significant new competitors.

Under the Telecom Act and ensuing federal and state regulatory initiatives, many barriers to local
exchange competition are being eliminated. The introduction of competition, however, also establishes,
in part, the ability of the traditional local phone companies to provide inter-LATA long distance
services. To date, the FCC granted applications by Verizon for the states of New York, Massachusetts,
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Pennsylvania, Connecticut and Rhode Island and by SBC for Texas, Kansas, Oklahoma, Missouri and
Arkansas to provide in-region inter-LATA services. We believe the traditional local phone companies
will continue to seek to enter these markets given their ownership of extensive facilities in their local
service regions, their long-standing customer relationships and their very substantial capital and other
financial resources. As the traditional local phone companies are allowed to offer in-region long
distance services in additional states, they will be in a position to offer single source local and long
distance service similar, if not superior, to that being offered by us. We expect that increased
competition will result in additional pricing and margin pressures in the domestic telecommunications
services business. In addition, wireless carriers increasingly compete for consumers through nationwide
or regional “bucket of minutes plans.” Indeed, wireless competition and the availability of inexpensive
long-haul transport has already significantly reduced consumer long distance pricing, and as a result
negatively affected the profitability of traditional service providers. As rates stabilize, we expect to
compete effectively as a result of our innovation, quality and diversity of services, our ability to offer a
combination of services, and our level of customer service.

We expect increased competition from providers determined to exploit technologies which may
reduce the cost of providing services. We are working to develop these services and expect to be at the
forefront of these technological developments and to leverage them to protect and grow market share,
to increase revenues and profitability, and to retain customers.

We also face intense competition in offering wholesale services, small business services, dial-up
Internet, and paging and prepaid calling card services. In wholesale services, we compete directly with
traditional network access providers such as AT&T and Sprint. We obtain network capacity from our
businesses attributed to the WorldCom group and provide wholesale service to other carriers in
competition with a variety of facilities-based carriers. There can be no assurance that we will continue
to be successful in this segment. In the small business customer segment, we compete against
traditional local phone companies and numerous other competitive carriers offering local services, long
distance services, or both. Other carriers, particularly competitive local exchange carriers, are
aggressively pursuing this segment of the market. Our paging business competes directly with traditional
one-way paging providers, and recently experienced significant competition and product substitution
from other advanced wireless data service providers, including two-way paging services providers and
wireless service providers. Prepaid calling cards are also in an intensely competitive segment where
many carriers resell cheaper aggregated international minutes through this medium and where wireless
products are further compressing pricing.

Employees

Through our businesses attributed to the MCI group, we employed a total of approximately 23,200
full and part-time personnel as of February 28, 2002 none of whom are represented by organized labor
unions. We consider our relationship with these employees to be good.

Patents, Trademarks, Tradenames and Service Marks

All tradenames, including the MCI tradename and the other related MCI tradenames, have been
attributed to the WorldCom group. The MCI group will be allocated an expense and the WorldCom
group will be allocated a corresponding decrease in depreciation and amortization expense for the use
of the MCI tradenames for the next four years based on the following schedule:

2002: $30.0 million
2003: $35.0 million
2004: $40.0 million
2005: $45.0 million
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Any renewal or termination of use of the MCI tradename by the MCI group will be subject to the
general policy that our board of directors will act in the best interests of WorldCom. For each of the
years ended December 31, 1999, 2000 and 2001, an expense of $27.5 million per annum was allocated
to the MCI group for use of the MCI tradenames.

Regulation and Litigation

We are involved in legal and regulatory proceedings that are incidental to our business and have
included loss contingencies in other current liabilities and other liabilities for these matters in our
financial statements. In some instances, rulings by federal and state regulatory authorities may result in
increased operating costs to us. The results of these various legal and regulatory matters are uncertain
and could have a material adverse effect on our consolidated results of operations or financial position.
See the information contained in “Item 1. Business—Business—WorldCom group Operations—
Regulation and Litigation,” which is incorporated by reference herein, for a discussion of regulation
and litigation matters.

ITEM 2. PROPERTIES

The information contained in “Item 1. Business—Business—WorldCom group Operations—
Facilities” and “—MCI group Operations—Facilities” is hereby incorporated by reference.

ITEM 3. LEGAL PROCEEDINGS

We are involved in legal and regulatory proceedings generally incidental to our business. In some
instances, rulings by federal and some state regulatory authorities may result in increased operating
costs to us. As indicated above in Item 1. Business or in note 9 to our notes to consolidated financial
statements, which are incorporated herein by reference, the results of these various legal and regulatory
matters are uncertain and could have a material adverse effect on our consolidated results of
operations or financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None
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Competitive Market Conditions
Mid-year Update

Survey of
Top 15 CLECs in Michigan

U-12320

October 2002



The Michigan Public Service Commission Staff conducted a mid-year survey of
Ameritech Michigan and 15 Competitive Local Exchange Carriers (CLECS) in Michigan
to update the survey results from 12/31/01. This survey was sent out to the top 15
CLECs in the state of Michigan as identified by the results of the survey from the
December 31, 2001 data. The data collected was for the mid-year ending June 30, 2002.
The top 15 CLECs represent 96% of the CLEC lines from 12/31/01 so for ease of
administration and timeliness of the response only the top 15 CLECs were surveyed. This
information was gathered to assist the Commission in furthering its evaluation of the state

of local competition in Michigan.

The original survey vehicle was developed through a collaborative process set
forth in the Commission’s order in docket U-12320 in 2000. This survey requests some
information that the companies consider confidential. The results of this survey are
reported as total group numbers to maintain the confidentiality of the individual company

numbers.

Attachment A is a chart that indicates the number of lines attributed to CLECsin
Michigan as submitted by the CLECs responding to this survey. Ameritech also reported
similar information they have pertaining to the number of lines that they provide to the
CLECs athough they aso estimate the total population of CLEC lines in Michigan.
There is adiscrepancy between what Ameritech reports and what the CLECs report. This
can be attributed to what Ameritech estimates as the number of lines that the CLECs
provide totally over their own facilities and what the CLECs report as actual for this

category.



From the data compiled through this survey (Attachment A), staff has found that
the number of lines provided by the 15 CLECSs (including over their own facilities) is
1,118,437. Thisrepresents an increase of 261,206 lines over the 12/31/01 figures for this
same group of 15 CLECs and this represents a 30% increase for the six- month period.
Ameritech reports that their number of access lines for the period ending 6/30/02 is
4,609,518. The number of CLEC lines compared to the total population of CLEC plus
Ameritech linesis 20%. That same figure at the 12/31/01 point was 15%. The CLEC
lines are comprised of 65% residential customers and 35% business customers. The Staff
does not attest to the accuracy of Ameritech’s or the CLEC numbers as thisis what is
reported to the Commission and no independent verification process has been undertaken.
This survey is an attempt to assess the trends in activity of CLECs in Michigan and to

eva uate the progress of competition.



Competitive Market Conditions

Attachment A

Mid-Year Data Request of top 15 CLECsin Michigan

CLEC Access Line Data

For the Period Ending June 30, 2002

As Reported by CLECs

1. Lines Served via Resale of ILECs service

2. Lines Served via Unbundled Network Facilities
3. Lines Served via UNE Platform

4. Other Dedicated LEC Access Lines

5. Total vialLEC Facilities (Lines1 + 2 + 3 + 4)

6. Lines Served via CLEC Own Facilities

7. XDSL Lines

8. Total Lines Served (Lines5+6+7)

47,609
197,148
724,970

33,619

1,003, 346

113,786

1,305

1,118,437

This survey was sent to the top 15 CLECs as identified as of 12/31/01 as a mid-
year update to our annual survey. The Business/Residential split for mid-year

2002 isasfollows:

Business Lines 393,306 35%
Residential Lines 725,131 65%

Total Lines 1,118,437
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